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. one can envy the student who
can turn to this volume for reference,
because in years gone by one had to
dig out the history from books not half
so lucidly and entertainingly written.”
N. A. C. A. Bulletin
. not only has he produced a
profoundly arresting and unusually
significant work, but also he has pro
vided for all accountants who really
throb and thrill to the challenge of
their daily tasks, a book in which they
will revel, because of its clear, pungent
presentation and its clever selection
of illustrative material.”
The American Accountant

This history is the result
of many years of labor and research. It reviews the evo
lution of bookkeeping into accounting, beginning with
Pacioli and his school and carrying the historical analy
sis down to the year 1900.
The book is in two parts. Part one devotes ten chap
ters to the evolution of double-entry bookkeeping. Part
two consists of twelve chapters which deal with the
expansion of bookkeeping into accountancy.
The treatment of the subject is original and the
text is entertainingly written.
Advance sales, following a preliminary announce
ment, have been gratifying to author and publishers.
The American Institute Publishing Co. recommends
this authoritative history and believes it will be an in
valuable addition to the library of all who desire knowl
edge of the history of accounting.
380 PAGES—CLOTH BOUND
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A heNEW
IMPORTANT BOOK |
has achieved aAND
remarkable success.

Financial
Examinations
by
F. W. Thornton
F. W. Thornton, a member of the American Institute of Accountants,
whose experience has been exceptionally wide, has written a text based
upon the Federal Reserve bulletin Verification of Financial Statements,
amplifying the instructions which that pamphlet contains. In the preparation of this book Mr. Thornton has had the advantage of assistance from
many members and employees of the firm with which he is associated and
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MODERN
AUDITING
PRACTICE
In the preparation of
our twenty-lesson course in Pub
lic Auditing our Educational
Staff has kept one thought con
stantly in mind. That is that
there is great need for this par
ticular training among account
ants of proved ability who have
previously learned the funda
mentals of accounting principles
and procedure.
As a result, we are prepared to
offer this twenty-lesson course in
Public Auditing as a separate
unit to applicants who are already
competent accountants. No at
tempt is made to teach general
accounting in this course.
To those accountants whose au
diting experience has been con
fined to the internal work of a
business organization, this course
offers a thorough grasp of auditing
technique and procedure from the
external viewpoint.
To those accountants whose
public practice has been somewhat
limited, this course offers an excel
lent opportunity to obtain exhaus
tive information regarding Public
Auditing, which might not be
equaled through years of actual
experience.
To those accountants who have
been thoroughly seasoned in public
practice, this course offers an ex-

A short

advanced course
offered
to those who are

qualified

cellent opportunity to “brush-up”
by checking their ideas of theory
and practice against this latest
compilation of text material upon
this important subject.
This twenty-lesson course teaches
Auditing as practised by public ac
countants (as distinguished from
the internal audit by the comp
troller and his staff). The audit
programs, questionnaires and re
view sheets presented in the lessons
contain a wealth of valuable detail.
The reader is first given an
understanding of the complete
field of public accounting practice
and the details of organization of
public accounting firms. Then he
is brought directly into the work
in the order in which he would
meet it in public practice, first
Junior work, next Senior work, then
the work of the Principal.

He is told what to expect when
he gets on his first auditing job
and how to do the things he
will have to do. He thus becomes
acquainted with the obstacles
before he meets them and, as a
result, is able to handle the prob
lems which usually confuse the
novice. The successful public
accountant must progress through
these three stages in his Public
Auditing work and it is the
purpose of this course to help
the reader work through each
stage successfully and as rapidly
as possible.
As a final step in his training, the
reader is led through a complete
audit, step by step, and learns the
things that are done and how the
problems that arise are solved.
The fee is $42.00.

One

of the lessons

of this course, containing exhaustive
suggestions that can be used in preparing
an audit program will be mailed free,
with full information regarding this
course, if you will write the Interna
tional Accountants Society, Inc., 3411
South Michigan Avenue, Chicago,
Illinois.
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EDITORIAL
America seems now to be passing
through the topmost arc of the vicious
cycle of high prices and shrinking markets. Costs of commodities
and manufactured goods are advancing with a rapidity which is
perilous and bids fair to lead to a decline in buying. The various
wise and unwise efforts to stimulate higher prices are bearing fruit,
but scarcely the kind of fruit which business needs. The ad
vances are due largely to artificial cost raising and price fixing
under codes created under the national recovery act. There has
been a substantial increase in some kinds of business, and it seems
reasonably certain that the whole machinery of commerce and
industry is ready to resume activity when the uncertainty which
afflicts us is past. In the meantime these advances are largely
factitious and therefore, in the view of most economists, un
healthy. It is the unbroken history of affairs that every sudden
rise in prices is followed shortly by a deplorable fall in demand.
In the days following the world war, prices of everything rose to
unprecedented heights; then came the so-called buyers’ strike,
and soon the great disaster of 1929. Now we seem to be threat
ened by similar experience. It is probable that the effect of the
present sudden increase of prices will be to discourage purchase. It
is unfortunate that this is so, but there is no justification for believ
ing that mankind has changed over-night in character or in senti
ment. When prices are too high there will be no buying, except
of the absolutely necessary things, and thus it is predicted on
many sides that we are headed for a sharp decline in demand
401
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unless something can be done to enhance the buying power of the
people. The only kind of price increase which has permanent
value is that which occurs slowly, lagging a little behind the
demand of buyers. Now we are attempting to reverse the natural
order and to increase prices before the demand has grown propor
tionately. As has been said by many speakers and writers, there
is evident a willingness, even an eagerness, to carry forward busi
ness to a point of prosperity—consequently it seems all the more re
grettable that this premature increase in prices should be arising.
If nature were allowed to take its course—and sound economics is
merely the application of a natural law—we should be able to look
ahead with courage and sure hope. In a word, artificial helps
never work well very long. One can not win a race on crutches.
The effect of interference by overzealous reformers is not confined solely
to national affairs. There seems to be
an unholy effect of many noble efforts to make the world a better
place. Whenever there are great movements to bring about a
lasting peace, when nations are ready to agree upon plans of dis
armament, it is wise to look out for war. Today in many nations
there are clouds as black as those which lowered in that tragic
spring of twenty years ago. Perhaps disarmament conferences
and peace pacts and treaties of various kinds fall by pure coin
cidence in the periods preceding wars, but there is a grim irony in
it all. It is as though men were by nature recalcitrant, impatient
of dictation. Whenever they are told to do a thing or not to do a
thing, they immediately do that thing which they should not
and leave undone that thing which they should do. In America
we had the sad experience of prohibition, as it was called, when we
attempted by legislation to prevent thirst, and the result was
widely different from what had been expected by the friends of the
prohibitory laws. It is impossible to legislate morality into
practice. Morality comes not save by fasting, by the grace
of God and by individual effort. Men are not made good by
syndicate or edict, and it is so with nations apparently, because
now, only sixteen years after the end of the war which was to be
the last war, sabres are rattling in the Far East and in the Balkans
and in central Europe. These are the great danger spots—so
great that they make us overlook the very important little wars
that are waging in South America and elsewhere.
402
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Then, again, to illustrate the willful dis
obedience which is inherent in us all, it
is useful to contemplate the effect of
attempts to limit the production of agriculture. It is reported,
with what accuracy we can not ascertain, that wherever there has
been compensation for allowing land to lie fallow there has been
an enormous increase in the sales of fertilizer, for the evident
purpose of increasing production on the uncondemned land. It
is said that cotton and wheat and corn and other staple products
of the farm will increase because of intensive cultivation and offset
the dubious gain which was supposed to result from limitation of
productive acreage. At the moment of writing these notes, re
ports from the western part of the country indicate a serious
curtailment of production because of devastating drought.
Consequently the surplus crops, which seemed a few weeks ago to
be assured, may be reduced, but if there had been no restriction of
cultivation the effect of the drought would have been equally im
portant. Rain falls or does not fall on land condemned and
uncondemned, without distinction.
Two Blades Instead
of One

Theories are misleading things until
they have been demonstrated by prac
tice to be effective in the way intended.
To illustrate further the incongruity of vague theory and practical
common-sense one has merely to consider the doctrine of anarchy.
It is beautiful in conception. The ideal of a state in which all
men and women shall be free, untrammeled by law or regulation,
and everyone shall work for the good of others without thought of
self, has charmed the minds of philosophers from the very dawn
of pure philosophy; but here again we are confronted by human
nature which is everlastingly selfish and therefore subversive of
idealistic plans. There are many examples of the incompatibility
of theory and practice. At the present moment bankers in the
United States are not in high favor. The utterly reprehensible
conduct of many banks in the days of the great boom, the lack
of personal responsibility on the part of directors and officers, the
wasteful dissipation of resources—all helped to bring on the
debacle which followed the break in the security markets; and yet
we are now being told that the bankers must lend to nearly every
one who asks. Money must be put in circulation and the banks
have no right to withhold credit whenever it is asked. It was a
403
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too great readiness to finance all sorts of wild schemes which
precipitated the crash. If bankers had been conservative in the
true sense of the word, we should not have experienced the woful
stringency of money and the closing of thousands of bank doors.
Today if the bankers are to observe the admonition which they
have received they will be liberal in credit to a degree certain to
produce other failures.

The banker is not in a happy position.
On the one hand his natural instincts—
we speak now of bankers who under
stand banking—are to employ the money intrusted to him so as to
earn a fair interest for the owners of the money and at the same
time to put that money to use where it will yield a benefit to the
borrower as well as to the lender and thus encourage the resump
tion of sound business. What is the banker to do? He is halting
between two opinions. There are many men more to be envied
than the banker. It appears to be probable that in the long run
conservatism will prevail and only those enterprises which offer
good assurance of success will be assisted by bank loans. If this
be true there will be an outcry by everyone whose request for
credit has been denied, and we shall hear again of the great
iniquity of the banker. It is to be hoped, in the cause of ultimate
prosperity, that the wise banker will not be led astray by the
lavish extravagance of governmental distributions and will stick
to his wisdom. It will not be easy to be conservative, for at the
moment conservatism is a much reviled word. We are being
told that the day of the conservation of wealth is over and that
from now on there will be money for all who ask, to do with it
whatever they may wish to do. Money, in other words, will be
public property and whoever grasps it first may have it until
some one takes it from him. This is all very disconcerting to
Americans who have been trained in the school of prudence, and
there are many men who feel that we are on the verge of some
tremendous upheaval of the whole of our civilization; but there
have been many times in the past when there was a similar de
spair, and yet we have always come through it—and so we shall
again. The world is not going to become a totally different world
because a few people want it to be. We have been many cen
turies building up our own form of civilization, which may not be
perfect, but it will not be changed permanently by wishing. It
Conservation Versus
Extravagance
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was a pretty good world after all, and some day, when all the col
lege professors have been forgotten, our children will be going on
enjoying life, plying their trades and living decently as their an
cestors did. Americans as a race are rather temperamental and
mercurial. They do not always see what is underneath. They
judge too much by surface indications. Nevertheless what
underlies is still there and will remain.

Accountants are as well fitted as any
men to form an opinion of general condi
tions. They are in close touch with so many industries and
enterprises that if they have clear vision they can form fairly ac
curate opinions of the facts. It is gratifying, therefore, to know
that the desire of business to advance and its determination to
proceed at the first possible moment is generally admitted by ac
countants from whom we have received reports. One notable
example of favorable reports comes from Canada. That great
sister nation of ours has a record of which any land might well be
proud. Accountants in nearly all parts of the Dominion say that
business is prospering. In some provinces the condition is de
scribed as almost booming. Canada went down into the depths
of the depression with all the rest of us, but she never lost her
head. Not a bank in Canada failed. There was no attempt to
hasten recovery by the application of untried theories. She went
on her way; she made the best of things. Her people did not
loudly complain, and when, sometime in the spring of 1932, per
haps, the depth of the depression was past for most of the world,
Canada was one of the first to start on the upward road, and now
depression is almost forgotten. Canada has believed in the
eternal laws of nature and has not attempted by little temporary
and man-made expedients to accomplish her recovery more rapidly
than the natural law of economy would permit. We, on this side
of that unguarded and indistinguishable border, may look with envy
upon our neighbors to the north. From Mexico, our southern
neighbor, come similar reports of returning prosperity, and in
nearly every nation in Europe there are precursors of better days.
Our Happy Neighbors

On the 15th day of this month of June
international misunderstanding will
come to another mile-stone. The debts which are continuing to
be the cause of disagreements between the nations of Europe and
405
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America will be featured in the headlines of every newspaper in
this country, and there will be allegations of all sorts. In Europe
the papers will contain articles descriptive of the avaricious
Americans, who are insisting upon their pound of flesh; and the
American papers will write sarcastically and bitterly of the
nations in default. Everyone has his private opinion of the inter
national debt question, and opinions are at wide variance. The
thing devoutly to be wished is that there be some sort of settle
ment, good or bad, which will take this vexed question out of
international affairs. It is the long, acrimonious dispute about
payments which is doing far more harm than any failure to pay
could possibly create. The proposal that most of the interest to
which America believes that she is entitled should be forgiven and
only the principal demanded is abhorrent to some of our most
vociferous legislators. Strangely enough those who have least
knowledge of finance are the most vehement in their asseverations.
However the great consummation to which we all aspire will be a
settlement of some sort, if it be a settlement final.

On another page of this issue of The
Journal of Accountancy appears an
interesting letter by Professor Lloyd
Morey, which every accountant should read. The allegation,
which the letter reports, that some accountants feel that they
know all there is to know about every kind of accounting is indeed
serious. There are, of course, in every profession, some men who
are so completely self-satisfied that they believe that there is
nothing for them to learn, but it has been our impression that
accountants, as a rule, have been free from that particular error.
It is obviously impossible for one accountant, even if his life be
long, to understand the entire range of accounting problems which
confronts the practitioner. From time to time there must arise
questions entirely new, and upon these he must seek advice.
That is not to say that an accountant should not attempt to be
proficient in all the important fields. The question of municipal
accounting is an excellent illustration of the point which Professor
Morey is making. Many men feel that municipal audits are
seldom profitable, and consequently they prefer to have nothing
whatever to do with them. The problems which arise in munici
pal accounts are more or less common to all enterprises which are
not organized for profit, and it is unreasonable to suppose that
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any accountant having a fairly large practice can entirely escape
the duty of acting as auditor of some institution of that sort. At
any rate, it is quite clear that accountants will be called upon
with increasing frequency to assist in the establishment of better
practice in all kinds of non-profit undertakings. Even if the
remuneration be comparatively small, there is a sense of duty
which will doubtless induce them to undertake much of this work
for the good of the community. The bureau of information con
ducted by the American Institute of Accountants is constantly
consulted on accounting problems, and many of the men who ask
questions are leaders of the profession. They evidently do not
feel that they have complete knowledge of all things and they are
not ashamed to ask for help. The volume of inquiry which the
bureau receives seems to indicate that the charge of self-suffi
ciency which Professor Morey reports is not generally well
founded. Indeed, if there be a weakness in the character of ac
countants it would more probably be found in the form of too little
self-confidence. Accountancy is so vast in itself and in its effect
that the man who is in close touch with its practice must be in
creasingly convinced of his own limitations. It is largely for this
reason that accountants are becoming more and more inclined to
specialize in one or more peculiar phases of the work. It is
common to hear an accountant disclaim all knowledge of the prob
lems of an important industry because his own work has lain chiefly
in some other sphere. However, the argument which Professor
Morey adduces is interesting, and, if it be better founded than we
believe it to be, it should be taken to heart by the profession.
A correspondent recently asked for in
Working Papers May
formation relative to the responsibility
Be Subpoenaed
of an accountant to answer a revenue
agent’s subpoena and to produce his working papers in a tax case.
The question was based upon the accountant’s own interpretation
of the decision in the case of Ipswich Mills versus Dillon. It
will be remembered that this case sustained the accountant’s
claim that working papers were the accountant’s own property;
but this does not necessarily indicate that they are exempt from
subpoena for examination by a proper authority. Section 1104
of the revenue act of 1926 as amended by section 618 of the rev
enue act of 1928 provides as follows:
“The commissioner, for the purpose of ascertaining the correct
ness of any return or for the purpose of making a return where
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none has been made, is hereby authorized, by any officer or em
ployee of the bureau of internal revenue, including the field
service, designated by him for that purpose, to examine any books,
papers, records or memoranda bearing upon the matters required
to be included in the return and may require the attendance of
the person rendering the return or of any officer or employee of
such person, or the attendance of any other person having knowl
edge in the premises, and may take his testimony with reference
to the matter required by law to be included in such return, with
power to administer oaths to such person or persons.”
This makes it plain that the commissioner of internal revenue
may examine any books, papers, records or memoranda relative
to the matters which must be included in the return. It was held
in First National Bank of Mobile versus United States, 267 U. S.
576, that officers of a bank must appear and produce the books of
the bank for the purpose of assisting internal-revenue agents in
determining the tax liability of one of its depositors. There
seems to be no distinction between the accountant’s working
papers and the records of a bank so far as the responsibility to
subpoena is concerned. If there were some privilege inherent in
an accountant which would make his working papers entirely
immune to subpoena it would be a different matter, but that
privilege has never been established so far as we know. The
Ipswich Mills case certainly does not have any bearing on the
question of subpoena.
This year the American Institute of
Accountants will hold its annual meet
ing in the city of Chicago, which is re
garded by many people, even not resident in that city, as the most
desirable point for national conventions. Great plans for a season
of good fellowship, technical discussion and entertainment are
being made by the appropriate committees, and although the
meeting is still four months away there are indications already
that the attendance will be unusually large. Fortunately the
great exposition, the Century of Progress, is to remain open until
the end of October, and there will be an opportunity for members
of the Institute who have not already done so to see this magnifi
cent spectacle. We all hope that by the date of the meeting there
will have been a sufficient resumption of business activity to
permit everyone who wishes to attend to do so. The money strin
gency may have been greatly relieved before that autumn date.

American Institute’s
Annual Meeting
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Year by year the meetings of the Institute increase in importance
and the accountant who is interested in his profession, whether he
be a member of the Institute or not, will derive a real benefit from
attending and meeting with his fellows. The secretary of The
American Institute of Accountants will no doubt be glad to give
information to any one who inquires about arrangements.
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Examinations
[Following is the text of the examinations in auditing, law and accounting
presented by the board of examiners of the American Institute of Accountants,
May 17 and 18, 1934.]

Examination in Auditing
May 17, 1934, 9 a.

m. to

12:30 p. m.

Answer the first nine questions and either of the last two.

No. 1 (10 points):
(a) What is a “hidden” or “secret” reserve?
(b) When intentionally created, what four reasons, valid or not,
are usually advanced in justification?
(c) Should an auditor ever approve such reserves?
No. 2 (10 points):
The American Institute of Accountants has suggested and the
New York Stock Exchange has adopted the following form of re
port to be used instead of the ordinary “short certificate,” viz.:
Accountants’ Report
“To the XYZ Company:
“ We have made an examination of the balance-sheet of the XYZ Company
as at December 31, 1933, and of the statement of income and surplus for the
year 1933. In connection therewith we examined or tested accounting records
of the company and other supporting evidence and obtained information and
explanations from officers and employees of the company; we also made a
general review of the accounting methods and of the operating and income ac
counts for the year, but we did not make a detailed audit of the transactions.
“ In our opinion, based upon such examination, the accompanying balancesheet and related statement of income and surplus fairly present, in accordance
with accepted principles of accounting consistently maintained by the company
during the year under review, its position at December 31, 1933, and the re
sults of its operations for the year.”

Compare the above form with the ordinary “short certificate,”
and state what advantages, in your opinion, it has over the
latter.

No. 3 (10 points):
You are employed by a small firm of retail dealers to close its
books for the year and prepare a profit-and-loss statement and a
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balance-sheet. You are not expected to verify the accounts
beyond making corrections of obvious errors, such as postings
to wrong account and the like.
How should you protect yourself from having the firm use your
statements for credit purposes as having been audited by you?

No. 4 (10 points):
The total amount of the inventory of merchandise of a trading
concern has been increasing each year for the last three years while
the gross profits have been diminishing.
(a) State the probable reasons for this; and
(b) How you would proceed to discover the real cause.

No. 5 (10 points):
If inventory declines in value between the date of statement
and that of certification, and the concern audited has a potential
loss on purchase commitments, what is the responsibility of the
auditor to indicate the loss as of certification date?
No. 6 (10 points):
You are engaged by the directors to make a balance-sheet audit
of the X Bank at the close of 1933. You are expressly requested
to refrain from seeking confirmation from depositors or borrowers
owing to public nervousness caused by the recent failure of another
bank in the town, the clients of the X Bank being mainly of the
working class unfamiliar with auditing procedure.
At the closing hour on December 30, 1933, you appear at the
bank and the head bookkeeper hands you the following:
Balance-sheet, December 30, 1933
Liabilities
Assets
Notes payable................. $ 25,000
Cash on hand................ . $ 50,000
5,000
80,000
Due from banks............
Due to banks..................
530,000
100,000
Stocks and bonds.........
Deposits: demand.........
“
savings fund ..
420,000
200,000
Mortgages owned..........
200,000
600,000
Capital stock...................
Loans and discounts. . .
100,000
Surplus.............................
10,000
Accrued int. receiv’l. . .
21,000
Undivided profits...........
Bank building................
50,000
10,000
Furn. and fixtures.........
100,000
Real estate foreclosed. .
1,000
Federal deposit ins........

$1,301,000

$1,301,000

State how you will proceed to verify the items on the above
balance-sheet.
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No. 7 (10 points):
In preparing the income-tax return for a state bank you find it
has been compelled by the state banking department to write
down its stocks and bonds owned to market values as of March
31, 1933, an average reduction of 70%, resulting in showing a
heavy book loss. Otherwise the bank’s operations for the year
would show a small profit. To avoid the federal tax the bank
wishes to include the heavy mark-downs as a deduction in its
return.
What would you advise, and why?

No. 8 (10 points):
What general procedure should be followed in arriving at a fair
valuation of—
(a) Plant account.
(b) Investments.
(c) Patents.
(d) Sinking fund to retire bonds?
No. 9 (10 points):
After a stormy stockholders’ meeting and quarrels among the
directors, you are engaged by the officers of a corporation to make
a balance-sheet audit, the first in the corporation’s existence of
several years. You find the financial records in order and are
ready to certify the balance-sheet, but the officers refuse to pro
duce the minute-book for your inspection, offering instead to fur
nish you with attested copies of such resolutions as you deem
necessary to verify certain items.
What will be your attitude in the matter? State your reasons
fully.

No. 10 (10 points):
What is the proper handling of merchandise on consignment in
a financial statement prepared for the consignor?
No. 11 (10 points):
You are asked by a client to undertake the recovery of an over
payment of federal income-tax which was due to alleged errors in
the return. As an inducement he offers to give you half the
amount recovered as your fee. What would be your reply?
Give your reasons.
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Examination in Accounting Theory and Practice
PART I

May 17, 1934, 1:30 p.

m. to

6:30 P.

m.

Solve problems 1, 2 and 3 and either 4 or 5.

No. 1 (35 points):
From
(a)
(b)
(c)
(d)

the accounts and information given below prepare:
Consolidated balance-sheet.
Consolidated goodwill and capital surplus account.
Consolidated earned surplus account.
Any necessary comments required for correct interpreta
tion of the accounts as presented.
Balance-Sheets, December 31, 1933

Accounts receivable.......................... ...
Cash surrender value of life-insurance
policies..............................................
Cash in bank...........................................
Deferred charges.....................................
Inventories...............................................
Investment in B Company—4,000
shares at cost...................................
Investment in D Company—800 shares
at cost...............................................
Land, buildings, machinery and equip
ment ..................................................
Receivable from D Company...............

Accounts payable....................................
Reserve for depreciation........................
Reserve for bad debts............................
Capital stock—common:
10,000 shares of $100 each ...............
5,000 shares of $100 each................
1,000 shares of $100 each................
Earned surplus.........................................
Payable to B Company.........................
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Company
$ 346,480

15,480
224,682
14,620
462,000

B
D
Company Company
$ 132,740 $ 68,740

59,420
6,232
267,032

9,720
2,740
109,630

600,000

200,000

897,306

408,784
16,836

273,086

$2,560,568

$1,091,044

$463,916

$ 326,740
370,620
38,000

$ 127,630
138,760
17,000

$ 96,940
96,320
10,000

1,000,000

500,000
825,208

307,654

100,000
143,820
16,836

$2,560,568

$1,091,044

$463,916
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Earned Surplus Accounts
Surplus as at December 31, 1931.........
$ 720,808
Net operating income:
Six months ended June 30, 1932....
8,260
Six months ended December 31, 1932
12,390
Dividends on B Company stock re
ceived September 30, 1933............
20,000
Excess of proceeds of sale of E Company
stock over cost.................................
50,000
Net operating income:
Six months ended June 30, 1933....
32,640
Six months ended December 31, 1933
81,110

$ 285,672

$126,948

2,762
4,710

974
2,978

11,690
27,820

3,276
9,644

$ 332,654

$143,820

Earned surplus per books Decem
ber 31, 1933.............................
$ 825,208 $ 307,654

$143,820

Dividends paid....................................

$ 925,208
100,000

25,000

The A Company acquired 3,750 shares of common stock of the
B Company on January 1, 1933, and a further acquisition was
made of 250 shares on June 30, 1933, the cost price in both cases
being $150 a share. The B Company acquired 800 shares of
the D Company—an 80% interest—on June 30, 1932, for
$200,000.
The A Company owned all of the capital stock of the E Com
pany from June 30, 1927, to September 30, 1933. At the latter
date the stock was sold for $100,000, or $50,000 more than the
purchase price. The net worth of the E Company amounted to
$60,460 on June 30, 1927. By December 31, 1932, it had in
creased through earnings to $87,630 and by September 30, 1933,
it showed further earnings, the capital and surplus then amount
ing to $93,920.
The inventory of the A Company at December 31, 1932, con
tained merchandise acquired from the E Company, valued at
$18,700, the sum billed by the latter company. The goods had
been produced by the E Company at a cost of $17,000.

No. 2 (30 points):
As at December 31, 1931, the Pacific Company revalued all of
its fixed property on the basis of estimated present replacement
cost (“cost to replace new”) and the application thereto of ac
crued depreciation computed according to the expired portion of
the estimated life of each item as then determined. The differ
ence between the depreciated value of the fixed assets, as shown
by the books, and the depreciated replacement cost, was charged
to “earned surplus” and credited to “reserve for revaluation of
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fixed assets,” it being the company’s intention to show deprecia
tion in the profit-and-loss account, in future, as follows:
Depreciation based on old book values and revised lives $..............
Less: Credit from “reserve for revaluation of fixed
assets”...............................................................................................
$..............

No depreciation has been or is to be charged in the year of ac
quisition, but a full year’s depreciation is to be charged in the year
of expiration or abandonment. The policy of the company has
been to depreciate its fixed assets on the basis of estimated life
and to revise these estimates from time to time as conditions
warrant. From the following statement prepare:
(1) Annual charges for depreciation and property losses for
1932 and 1933.
(2) Statement of “reserve for revaluation of fixed assets ac
count” for the two years ended December 31, 1933.

Date
of
Item purchase
1919
1
2
1920
"
3
4
5
1923
6
7
1924
8
1925
9
1926
"
10

Cost
$100,000
700,000
25,000
75,000
200,000
50,000
400,000
50,000
100,000
20,000

reserve
Original Estimated Dec. 31,
1931
estimated salvage
life
value per books
25 years $10,000
52,000
25 “
40,000 350,000
20 “
2,000
14,000
20 “
3,000
37,500
15 “
12,000 140,000
20 “
3,000
22,500
25 “
12,000 148,000
20 “
2,000
18,000
15 “
5,000
40,000
25 “
2,000
4,800

Revaluation
Dec. 31, 1931
Dep’n
----------- -----------Revised
Replace- life from
ment
Dec. 31,
cost
1931
70,000 12 years
400,000 9 “
20,000
4 “
48,000 4 “
140,000 12 “
40,000 12 “
300,000 23 “
45,000 14 “
85,000 15 “
18,000 15 “

No change was made in salvage values when the fixed assets
were revalued.
Item 1 was totally destroyed by fire December 31, 1932.
Item 7 was totally destroyed by fire December 31, 1933.
No. 3 (15 points):
ABC Co., patentee and subsidiary of John Doe & Co., as
sembled and sold a patented machine for which all the parts were
made by and bought from John Doe & Co.
During five years of operations, ABC Co. had sold 2,800
machines at $3,000 each and had made a gross profit of $500 a
machine after deducting its overhead of 25% of direct costs. In
cluded in these costs was $1,500 a machine for parts and this in
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eluded a gross profit of $200 to John Doe & Co., whose overhead
ran to 30% of its direct costs.
Both John Doe & Co. and the ABC Co. were equipped to make
and sell without additional overhead 25% more machines than
had been sold.
ABC Co. together with John Doe & Co., had sued an infring
ing company for damages representing loss of business and conse
quent loss of profit. The infringing company had made and sold
460 machines at $2,500 each in the same period and the ABC Co.
obtained judgment for the full amount of its claim and costs.
X Y Co., the infringer, organized solely for the assembly and
sale of the machine, was a subsidiary of the Z Co. (made co
defendant). The latter company made and sold the infringer all
the parts for the infringing machine. The books of the X Y Co.
showed the following figures:
1st year.....................................
2nd year...................................
3rd year....................................
4th year....................................
5th year....................................

Net profit
$ 25,000
50,000
60,000
55,000
40,000

Cost of parts
$ 77,000
148,500
187,000
165,000
115,500

Overhead
$ 23,000
51,500
53,000
55,000
44,500

$230,000

$693,000

$227,000

The sales to the X Y Co. included 10% profit to the Z Co. The
X Y Co.’s closing inventory of $25,300 was taken at invoiced cost
and consisted of unassembled parts. The Z Co. had no inventory.
The X Y Co. satisfied the judgment in full.
(1) What was the amount for which the ABC Co. on behalf of
itself and its parent company sued the X Y Co. and its parent Z
Company?
(2) How much did the latter two lose or make, excluding costs
of suit, interest and any scrap value?

No. 4 (20 points):
On June 30,1931, Company A acquires Company B, which uses
as its raw material some of the product of Company A.
On September 30, 1931, Company A acquires Company C
which uses as its raw material some of the product of Company A
and Company B.
Calculate from the following data:
(1) The consolidated profit for the year 1931.
(2) The amount of profit of Companies B and C that is to be
treated as a part of the consolidated capital surplus.
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1930
1931
Total sales, including intercompany sales:
Company A..................................................
$3,780,000 $4,380,000
“
B..........................................................
1,300,000
1,100,000
Gross profits:
Company A..................................................
415,800
394,200
“
B..........................................................
228,300
220,000
“
C.......................................................... (not given)
46,000
Purchases from Company A
Company B..................................................
470,000
367,000
Materials included in closing inventories:
Company A materials:
In Company B inventory................
In Company C inventory....................
Company B materials:
In Company C inventory...............

1929

1930

$113,000
(not given)

$113,000
24,000

$110,000
22,000

(not given)

166,000

120,000

1931

No other information can be procured. It is assumed (1) that
all sales to associated companies are made at the same price as the
sales to others, (2) that each company sells its goods throughout
the year at its average rate of gross profit for the year and (3) that
the sales are ratably distributed over the months of the year.

No. 5 (20 points):
On the basis of the following profit-and-loss account of the
Excelsior Company and summaries of agreements with Jones and
Smith, employees, compute the commissions payable to the
latter for the year 1933.
Excelsior Company

Profit-and-loss account for the year ended December 31, 1933
Gross profit before depreciation............................................................ $150,000
Depreciation.............................................................................................
30,000
Gross profit.......................................................................................
Selling and administrative expenses (including $2,000 for state
taxes).................................................................................................

$120,000

94,000
$26,000

$25,000
20,000

5,000

Capital stock tax.....................................................................................

$31,000
1,000

Net profit before special commissions and federal income tax..

$30,000

Other income, interest, etc...................................................
Less: Interest on mortgage..............................................

Agreement with Jones:
Special commission to be equal to 15% of the net profit trans
ferred to surplus.
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Agreement with Smith:
Special commission to be equal to 15% of the net profit before
charging federal and state taxes, interest on mortgage and the
commission payable to Smith under this agreement, but after
charging, for the purpose of computing this commission only,
additional depreciation of $20,000.
Complete the profit-and-loss account and show separately the
charges for commission and federal income tax, using 141/2% as
the rate of income tax.

Examination in Commercial Law
May 18, 1934, 9 a.

m. to

12:30 p.

m.

Reasons must be stated for each answer. Whenever practicable,
give the answer first and then state reasons. Answers will be graded
according to the applicant's evident knowledge of the legal principles
involved in the question, rather than on his conclusions.

Group I
Answer all questions in this group.
No. 1 (10 points):
Williams, a patent lawyer, was rendering legal services to
Young on applications for patents which Young had made.
Prior to the issue of the patents, Young made a contract with
Bostwick whereby Bostwick agreed to conduct and pay for
further prosecution of the applications. In this contract no
mention was made of Williams or of any other patent lawyer.
Williams knew that the contract was made and in reliance upon
it he thereafter rendered legal services in the further prosecution
of the applications but without the knowledge or consent of
Bostwick or Young. Williams sued Bostwick on the theory that
Williams was a third party beneficiary under the contract. For
whom should judgment be rendered?

No. 2 (10 points):
A savings bank received a letter purporting to be signed by one
of its depositors and enclosing that depositor’s pass-book. The
letter contained a request that a cheque for part of the balance
of the account be mailed to him at an address in another state.
The bank as requested mailed the cheque and the pass-book,
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enclosing them with a letter addressed to the depositor. The
cheque was presented to the drawee national bank by the writer
of the first letter, and he identified himself by showing the de
positor’s pass-book and the letter written by the savings bank.
The national bank paid the cheque. Subsequently the savings
bank learned that its depositor’s pass-book had been stolen and
that the letter purporting to be from him was a forgery. Can
the savings bank recover the amount of the cheque from the na
tional bank?
No. 3 (10 points):
Each of the following paragraphs purports to summarize the
law on the point involved. State as to each of them whether
or not it is correct; if any one is incorrect restate it; and in each
instance give the legal reasons on which the rule is based:
(a) A stockholder has a pre-emptive right to participate ratably
with other stockholders in subscribing for new shares when the
corporation’s capital stock is increased and new stock is issued.
(b) A stockholder has the same right with respect to authorized
but unissued stock.
(c) A stockholder has the same right with respect to treasury
stock acquired by the corporation with the intention of reissuing
it.
(d) A stockholder has the same right with respect to treasury
stock, acquired by the corporation with the intention of retiring
it, which later is offered to investors.
No. 4 (10 points) :
Plaintiff entrusted securities to defendant, a stockbroker, for
safe-keeping. Plaintiff was not dealing on margin and he was
not indebted to defendant in any amount, and defendant charged
plaintiff a reasonable fee for his custodianship. Plaintiff gave
defendant no authority to hypothecate these securities, but
defendant nevertheless pledged them as security for a loan.
Defendant became bankrupt and the pledgee of the securities
legally and in due form sold them. Plaintiff now sues defendant
for the value of the securities and defendant pleads his discharge
in bankruptcy as a defense. Discuss the validity of this defense
on each of the following assumptions:
(a) Defendant hypothecated the securities wilfully and ma
liciously;
419

The Journal of Accountancy

(b) Defendant hypothecated them through an innocent but
mistaken belief that the securities belonged to defendant.

No. 5 (10 points):
. Stern, by a written instrument, legally guaranteed the pay
ment by Colt of all charges for goods purchased from the Emporia
Company. Colt failed to pay certain proper charges and the
Emporia Company sued Colt. During the trial, the case was
settled and discontinued upon Colt’s written agreement to pay
a stated amount in specific instalments, with the proviso that the
entire balance of the stated amount would become due upon
default in the payment of any instalment. Thereafter Colt
defaulted in his second instalment. Is Stern liable on his
guarantee?
Group II
Answer any five questions in this group. No credit will be
given for additional answers, and if any are submitted only the
first five will be considered.

No. 6 (10 points):
Jordan was a salesman on commission with a drawing account.
In March, 1932, he was discharged and a dispute arose between
him and his employer as to the amount due him. On April 7,
1932, the employer gave Jordan a cheque for $390, marked
“Final” on its face and endorsed “Payment in full for commis
sions earned or to be earned and/or all claims to date.” Jordan
added to this “Also subject to Mr. Jordan’s letter of 4/7/32,”
endorsed the cheque and cashed it. In his letter of April 7, 1932,
Jordan wrote his employer that he was “compelled to receive
this cheque under protest subject to adjustment of my account.”
Did Jordan’s acceptance of this cheque constitute an accord and
satisfaction?
No. 7 (10 points):
The president of a corporation had power under the by-laws
to appoint, to remove and to fix the compensation of employees.
Without express authorization from or ratification by the board
of directors he made a contract with Jones whereby the corpora
tion was to employ Jones for life. Was this contract binding
upon the corporation?
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No. 8 (10 points):
The X Dress Corporation made a promissory note payable to
the order of “ourselves.” Brown was president of that cor
poration and as such he signed the note. The note was endorsed
before maturity by the maker corporation and by Brown indi
vidually. Prior to the due date of the note, the X Dress Corpora
tion made an assignment of its assets for the benefit of creditors
and said assignment was executed by Brown as president. The
note was not paid at maturity and the maker corporation and
Brown individually were sued. Notice of dishonor of the note
had not been given to Brown. Can Brown be held as endorser?

No. 9 (10 points):
The securities act of 1933 provides that in certain cases of
untrue statements or omissions of statements which should
have been made, certain persons “may, either at law or in equity,
in any court of competent jurisdiction, sue” an accountant who
has prepared or certified any part of the registration statement.
(a) Explain what is meant by equity and how it differs from
law.
(b)
What is the most common remedy obtainable only in equity?

No. 10 (10 points):
Define briefly the following terms (do not discuss or give
examples):
(a) last will and testament
(d) principal of trust
(b) legacy
(e) life-tenant
(c) testamentary trustee
(f) remainderman
No. 11 (10 points):
(a) Define and differentiate condition precedent and condition
subsequent.
(b)
Define and differentiate representation and warranty.
No. 12 (10 points):
Edward Brown was secretary of Charles Brown, Inc., and
owned one quarter of its capital stock, and his father owned three
quarters of it. This corporation was engaged in the grain busi
ness in the middle west. In 1922, the corporation was adjudged
an involuntary bankrupt, Edward Brown was adjudged a volun
tary bankrupt, and each was discharged from existing debts.
Thereafter Edward Brown made a contract with another cor
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poration to buy grain for it on a commission basis. In order to
reestablish his standing and credit and revive business relation
ships with former customers of Charles Brown, Inc., he per
sonally paid most of the business debts of Charles Brown, Inc.,
which had been discharged in bankruptcy. Can Edward Brown
deduct these payments from his commission income on his federal
income-tax returns for the years in which he made the payments?

Examination in Accounting Theory and Practice
PART II

May 18, 1934, 1:30 p.

m. to

6:30 p. m.

Solve problems 1, 2, 3 and 4 and two of the three problems 5, 6, 7.

No. 1 (24 points):
The Mammoth Company has owned a controlling interest in
the Glendale Company since the latter company’s organization on
January 1, 1920, and in its annual published accounts has shown
this interest as a single item under “investments.” On January
1, 1933, in continuance of its policy to buy up all available out
standing capital stock and debentures of the Glendale Company,
the Mammoth Company acquired an additional 53 shares of pre
ferred stock for $2,190. On July 1, 1933, the latter company pur
chased $23,000 par value of debentures for $20,000 and returned
to the Glendale Company for retirement $5,000 par value of
debentures. The following statement shows particulars of the
Mammoth Company’s book record of its interest on December 31,
1933 and 1932.
Investment in and advances to Glendale Company
December 31, 1933
December 31, 1932

Owned
Carried at
Owned
Carried at
Common stock at cost,
January 1, 1920, less
$980,000 written off
to operations.......
19,900 shares $ 15,000 19,900 shares $
15,000
14,053 “
602,190
Preferred stock at cost.
14,000 “
600,000
76,000 $60,000 par
Debentures at cost.... $78,000 par
61,000

$ 693,190
Current account........ $5,150,000
Less—Written off to
operations............
4,125,000

$ 676,000
$5,275,000

1,025,000

$1,718,190
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The directors of the Mammoth Company have decided that on
December 31, 1933, instead of showing the investment in and ad
vances to Glendale Company as a single item in the Mammoth
Company’s balance-sheet, the assets and liabilities of the Glendale
Company shall be included with those of the Mammoth Com
pany, according to their character, as current assets, fixed assets,
debentures or otherwise. As auditor of the Mammoth Company
you are in complete accord with this procedure, but you can not
accept without verification the following figures which have been
included in the consolidation of December 31, 1933, and are pre
sented as being taken from the Glendale Company’s balancesheet of that date.
Current assets........................................................
Fixed assets............................................................

$ 692,100
3,098,500
$3,790,600

Current liabilities..................................................
Debentures due January 1, 1950........................
Earned surplus......................................................

$ 159,600
650,000
1,155,000
$1,964,600

In support of the above figures the following balance-sheets of
the Glendale Company are submitted:
Balance-sheets of Glendale Company
December 31

Current assets..................................................................
Fixed assets, less depreciation......................................

1933
1932
$ 692,100 $ 236,500
3,098,500 3,698,500

Total.........................................................................

$3,790,600 $3,935,000

Current liabilities............................................................
Debentures outstanding, due January 1, 1950 ..........
Due to Mammoth Company.........................................
stock:
Common—20,000 shares of $50 each.......................
Preferred—16,000 shares of $50 each......................
Deficit from operations..................................................

$ 159,600 $ 64,000
650,000
700,000
7,519,000 7,240,000

Total.........................................................................

$3,790,600 $3,935,000

1,000,000
800,000
6,338,000

1,000,000
800,000
5,869,000

In the course of your examination you have ascertained:
(1) That up to and including December 31, 1932, the Glendale
Company has credited $1,965,000 interest to its account with the
Mammoth Company but that the Mammoth Company has not
taken up this interest.
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(2) That no depreciation has been provided by the Glendale
Company for the period from January 1, 1920, to December 31,
1932, although it is agreed that depreciation of $100,000 per
annum should have been provided.
(3) That the net loss of the Glendale Company for the year
ended December 31, 1933, is $469,000, after charging $600,000 for
depreciation, $404,000 for interest on current account with the
Mammoth Company and $40,500 for interest on debentures.
(4) That the write-offs on the Mammoth Company’s books were
intended to reduce the investment to its share of the book value of
the Glendale Company’s net assets, less depreciation on fixed
assets at the rate of $100,000 per annum.
You are required to submit:
1. A December 31, 1933, balance-sheet of the Glendale Com
pany prepared for ready consolidation with the Mam
moth Company’s balance-sheet of that date.
2. The investment, current and other accounts on the
Mammoth Company’s books with the adjustments
and changes that will make the record clearer and
bring it into agreement with the facts disclosed by
the adjusted Glendale Company’s books on December
31, 1933.
No. 2 (22 points):
From the following balance-sheets and income accounts of the
Universal Machinery Company and its Canadian subsidiary com
pany prepare a consolidated balance-sheet and income account
and submit the working papers relative thereto :
Universal Machinery Company
Balance-sheet, December 31, 1932

Assets
Land........................................................................................................
Buildings and equipment.....................................................................
Investment in Universal Machinery Company of Canada,Ltd ..
Advances to Universal Machinery Company of Canada,Ltd.......
Investment in stock of Universal Machinery Company—
500 shares at cost..............................................................................
Inventories.............................................................................................
Accounts receivable..............................................................................
Cash........................................................................................................
Deferred charges...................................................................................

$ 130,000
400,000
200,000
30,000
10,000
260,000
240,000
150,000
25,000

$1,445,000
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Liabilities
Capital stock:
Common, no par value, 10,000 shares outstanding.....................
Reserves for depreciation.....................................................................
Accounts payable..................................................................................
Surplus:
Balance January 1, 1932...............................................
Net profit for year...........................................................

$140,000
70,000

Dividend paid—$6 a share................................................

$210,000
60,000

$1,000,000
110,000
185,000

$ 150,000

Balance December 31, 1932.........................................................

Universal Machinery Company

of

$1,445,000

Canada, Ltd.

Balance-sheet, December 31, 1932

(Accounts stated in Canadian currency)
Assets
Land..................
Buildings and equipment......................................................................
Inventories..............................................................................................
Accounts receivable...............................................................................
Cash.........................................................................................................
Deferred charges....................................................................................

$

55,000
130,000
80,000
60,000
50,000
5,000

$ 380,000

Liabilities
stock *
Common, $100 par value, 2,000 shares outstanding...................
Reserves for depreciation.....................................................................
Accounts payable..................................................................................
Universal Machinery Company—advances.....................................

$ 200,000
30,000
50,000
30,000

Surplus:
Balance January 1, 1932................................................ $100,000
Net profit for year..........................................................
20,000
$120,000
50,000

Dividend paid......................................................................

Balance December 31, 1932.........................................................

$

70,000

$ 380,000
Income Account for the year 1932

Universal
Machinery
Company
Net profit from operations.......................... ................. $47,000
Depreciation @ 5% of buildings and equipment at
January 1,1932......................................................
20,000
$27,000
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Miscellaneous income:
Dividend received from Universal Machinery Com
pany of Canada, Ltd.. . ......................................... $50,000
Dividend on Universal Machinery Company stock
held as an investment.........................................
3,000

$53,000
Provision for federal income taxes...............................

Net profit for year.............................................

(1)
(2)
(3)
(4)

$80,000
10,000
$70,000

$20,000

The Canadian dollar was quoted at 90 cents on December 31, 1932, and at
par on January 1, 1932. The average rate for the year was 95 cents.
The investment of the Universal Machinery Company in the real estate,
plant and equipment of the Canadian company at January 1, 1932
amounted to $155,000 United States currency.
Additions to the real estate and plant of the Canadian company during
1932 amounted to $30,000 Canadian currency.
The question of income taxes need not be further considered.

No. 3 (15 points):
Compute the federal income tax of Simon Marks, retailer, for
the calendar year 1933. His income and expenses for the year
were as follows:
$91,000
870
2,000
900

Sales.............................................................................................................
Dividends received....................................................................................
Profit on sales of real estate, securities, etc...........................................
Interest received........................................................................................
Purchases..................................................................................
$74,000
Salaries paid.............................................................................
10,400
Rent...........................................................................................
3,000
Light......................................................................................
1,200
Donations.................................................................................
280
Interest paid.............................................................................
1,650
Advertising...............................................................................
1,350
Taxes and licences...................................................................
520
Delivery expense.....................................................................
600

Upon inquiry, you learn the following:
The inventory of goods on hand at January 1, 1933 was $21,000, and at
December 31, 1933 was $18,500.
(b) The dividends were received from the following sources:
Domestic corporations which are not exempt from the income
tax....................................................................................................... $570
Foreign corporations................................................................................
300

(a)

Total..................................................................................................

$870

The dividends declared by the domestic corporations on Mr. Marks’
stock were $600. However, he received only $570. The remaining $30
was deducted and withheld by the payor corporations as the federal tax
on dividends.
(c) The interest received consisted of:
Board of education, city of Chicago bonds............................ $212.50
Federal farm loan bonds...................................................................
225.00
Foreign government bonds...............................................................
212.50
Bonds containing a 2% tax-free covenant clause.........................
250.00
Total.............................................................................................
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(d) The salaries paid included a salary of $5,200 paid to Simon Marks.
(e) The donations consisted of the following:
Community chest.............................................................................. $ 50
Democratic committee............................................................................
The Crusaders...........................................................................................
Salvation Army........................................................................................
Red Cross..................................................................................................
An indigent relative.................................................................................
Christmas bonus to employees...................................................................
Total...................................................................................................

100
10
10
25
25

60

$280

(f) The taxes and licences paid were as follows:
Personal property tax...................................................................... $ 50
Retailers’ licence.......................................................................................
100
Street-improvement tax..........................................................................
100
Real-estate tax on residence...................................................................
210
Automobile licences.................................................................................
20
Federal cheque tax...................................................................................
20
Tax on club dues......................................................................................
20

Total...................................................................................................
(g) The profits from sales of securities, grain, etc., were as follows:
Profit from sale of grain......................................................................
Profit from sale of unimproved real estate......................................

$520

$2,000
2,000

Total profit............................................................
$4,000
Loss from sale of securities which were owned less than two years
at time of sale:
Foreign government bonds................................................. $1,000
Stock of domestic corporations..........................................
1,000
2,000

Net profit......................................................................................

$2,000

(h) Mr. Marks was married and living with his wife and had two dependent
children under 18 years of age throughout the entire year.

No. 4 (15 points):
Charles Black & Co., a corporation, had a factory whose output'
was absorbed by two customers.
The president and the treasurer each signed cheques, only one
signature being necessary. The president bought the raw mate
rials and supplies. The treasurer kept the books, handled the
receipts and drew the cheques. Incidentally, he was also
receiving teller in one of the local banks patronized by the
company.
The accounts of Charles Black & Co. had never been audited
until the president demanded an audit which developed at once
into an investigation.
All the paid cheques returned by the banks were on hand and
available to the auditor, and the cheques received from the two
customers were produced on request. After a brief examination
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of the latter, inquiries revealed that the treasurer had a personal
account in his own bank and another in a large bank in an ad
jacent city.
It was found that $65,000 of customers’ cheques had not been
credited to them nor entered anywhere on the books (except
$10,000 mentioned below). The treasurer had endorsed the
cheques for the company in blank in his own handwriting and
used them himself by passing them through bank accounts
other than those of the company, as evidenced by later en
dorsements.
There were cheques aggregating $25,000, which had been cred
ited to customers’ ledger accounts but not entered in the cashbook
nor deposited in the company’s bank account. These were simi
larly endorsed and used.
Cash sales of old machinery and scrap amounting to $1,200 had
been made and entered, but the proceeds were retained by the
treasurer.
A mortgage was placed on the factory for $10,000 and the com
pany received the money in two instalments of $5,000 each.
The full amount was entered in the cashbook as received and
credited to mortgage account in the ledger, but only $5,000 was
placed in the bank. The other $5,000 was taken by the treasurer,
for which he gave his note. An entry crediting cash and charging
notes receivable was made by him. Several months later he dis
counted at the bank a company note for $5,000 to the credit
of the company, charging cash as if coming from him and credit
ing notes receivable. He destroyed his own note. When
the company’s note was due the bank charged it to the com
pany, but no entry whatsoever was made on the books. The
treasurer destroyed this note also. The president of the com
pany knew of the mortgage but denied all knowledge of the
notes.
Later another $10,000 was borrowed on the mortgage,
but no entry was made on the books. The treasurer turned
this money to his own uses. About a month later one cus
tomer’s cheque for $10,000, as above mentioned, was credited
to the mortgage account instead of being credited to the
customer.
On the other hand, $30,000 in all was deposited in the bank at
various dates to the credit of the company by the treasurer him
self, without entry on the books.
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Payments to creditors and for salaries and wages and other ex
penses for the past year, by quarters, aggregated as follows:
Accounts payable—1st quarter........ ...
“
“
2nd
“
.........
“
“
3rd
“
.........
“
“
4th
“
.........

Per cash
book
$ 3,225
3,000
8,250
4,800

Per cheque
book stub
$ 2,525
2,500
7,250
4,300

$19,275
Cash
“
“
"
“

for salaries, wages, etc.:
“
“
1st quarter.............
“
“
2nd
“
............
“
“
3rd
“
............
“
“ 4th
“
.............

Per
cheques
$ 1,725
2,000
6,250
3,500

$13,475

3,100
5,600
1,500
2,700

3,500
5,600
2,000
4,500

4,100
6,600
2,500
5,500

$32,175

$32,175

$32,175

All correspondence from creditors relative to short payments
had been suppressed by the treasurer.
If the candidate finds any evidence of shortage in the figures
next above he may consider them part of the defalcation.
Prepare a statement showing briefly the several items making
up the total defalcation. Disregard interest. No journal entries
are wanted.
No. 5 (12 points):
From the following balance-sheets of the R Company and other
information given below prepare a statement of resources and
their application in the year 1933:
Balance-sheets of the R Company
Assets

December 31, December 31,
1932
1933
Land and buildings....................................... $ 450,000
$ 750,000
400,000
Machinery......................................................
200,000
80,000
Tools...............................................................
40,000
230,000
Goodwill.........................................................
200,000
Investments...................................................
95,000
375,000
Inventories.....................................................
400,000
250,000
Accounts receivable......................................
175,000
4,000
Unexpired insurance.....................................
3,000
20,000
Cash................................................................
25,000
$1,588,000
Liabilities
Capital stock.................................................... $
Bonds..............................................................
Notes payable................................................
Accounts payable..........................................
Accrued interest............................................
Accrued taxes.................................................
Surplus............................................................
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800,000
350,000
70,000
145,000
7,000
4,000
212,000

$1,100,000
500,000
80,000
125,000
11,000
6,000
287,000

$1,588,000

$2,109,000
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During the year a dividend of 4% was declared and paid on the
stock, outstanding at the beginning of the year. Seven thousand
dollars was provided for the depreciation of the buildings; $16,000
for machinery and $4,000 for tools. The bonds were sold at par,
the stock was sold at 90 and the difference was charged to good
will account.

No. 6 (12 points):
A machine costing $256 is estimated to have a life of four years,
with a residual value of $16.
Prepare a statement showing the annual charge for depreciation
according to each of the following methods: (a) straight line; (b)
constant percentage of diminishing value; (c) annuity method.
Assume the rate of interest to be 10%.
No. 7 (12 points):
The H. Manufacturing Company has been losing money for
several years and intends to reorganize.
From the following list of accounts as at December 31, 1933,
and other information given below prepare a statement of affairs
also showing the amounts that will be realized and the estimated
losses on realization:
Advances to employees...................................... $ 2,657.44
Cash......................................................................
4,204.67
Creditors...............................................................
104,231.33
Creditors, preferred.............................................
1,716.20
Customers............................................................. 200,676.93
Capital stock, common....................................... 200,000.00
Capital stock, preferred.....................................
150,000.00
Capital stock subscriptions...............................
96,400.00
Deficit...................................................................
133,893.43
Furniture and fixtures........................................
9,197.26
Goodwill...............................................................
75,000.00
Inventories...........................................................
75,693.07
Notes payable......................................................
189,663.51
Notes receivable..................................................
11,462.50
Plant and machinery..........................................
33,860.49
Real estate...........................................................
2,565.25

The original capital stock was $150,000 preferred and $100,000
common, which was fully paid. The subsequent authorized in
crease of $100,000 common stock is unpaid, except $3,600. The
remaining $96,400 is due from wholly insolvent subscribers. The
company has assigned $24,072.08 of its customers’ accounts, worth
their face value, to one of its creditors and estimates that it still
has an equity in them of $2,661.81, although this fact does not
appear on the books. Of the remaining customers’ accounts
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$46,706.00 are barred by the statute of limitations and $36,584.03
are more than doubtful. The remaining assets are estimated to
be worth as follows:
Inventories...........................................................
Plant and machinery..........................................
Real estate...........................................................
Furniture and fixtures........................................
Notes receivable..................................................
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$ 9,996.42
22,088.38
1,830.25
6,697.26
9,823.40

Profits and the Elastic Dollar
By Lewis A. Carman
The dollar of changing value—the “rubber” dollar of the
vernacular—is, of course, no new thing. In the past, however,
whatever changes have been experienced have come about more or
less gradually and for the most part have escaped the notice of all
but exponents of the dismal science of economics. Today prepen
sive and controlled changes in the value of the dollar bring
sequelae that give even the man in the street something whereon
to ponder.
All accounting phenomena are expressed (in this country) in
terms of the dollar. Assets, liabilities, profits, losses and other
operating results are all so evaluated. Marked fluctuations in
the value of the common measuring unit can and must produce
dislocations as acute as would be produced by similar fluctuations
in our standard weights and linear measures. The question is of
more than academic interest in a land blessed with the income tax,
for the cost of merchandise, investments and property may be
measured by the value of the gold for which they were acquired
and the selling price by the value of something indefinite—which,
in at least one instance, has been quaintly termed “boloney.”
A profit is simply the difference between two magnitudes, the
cost and the selling price. It is an axiom of all measurement that
the difference between two magnitudes can be correctly expressed
only if the same measuring unit be applied to both. From this is
derived an important corollary, namely: If two magnitudes are
measured by different units having a known relationship, (a) the
difference between the magnitudes may be expressed in terms of
either unit and (b) the ratio of the difference to either magnitude
may be computed. If fifty yards of cloth are purchased and
thirty meters of it are sold, the size of the remnant is indeterminate
unless the relationship between the yard and the meter be known.
Given this relationship the size of the remnant may be expressed
either in yards or meters, or it may be stated as a percentage of
either the original piece or the part sold.
Similarly, if a piece of property is paid for in dollars of one value
and sold for dollars of another value, the profit is indeterminate
unless the relationship between the two values be known. The
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fact that the two units are both termed “dollars” simply makes
confusion worse confounded. If the relationship between the
two values is known, the absolute percentage of profit or loss on
the transaction can be computed and the extent of the profit or
loss may be expressed in terms of either unit. It is, of course,
better expressed in terms of the selling unit, for that is the current
one.
The method of computing the profit or loss is not difficult,
provided one does not mind a little figuring. The principles are
those underlying any sort of measurement with a varying unit and
are best displayed through analogy with measurements of length
—or weight—or volume.
I have a foot-rule. The correctness of its length has been
tested by comparison with known standards. This I shall call
my basic or absolute foot. I wish to ascertain the height of a
little boy. I place him against a wall and measure. Exactly four
feet.
Years pass and the boy becomes a youth. My foot-rule kicks
about the premises and through various accidents loses two of its
“absolute ” inches—it is now one-sixth less in absolute length than
formerly. However, stamped in the center of it are still the words
“One foot.” I believe what I read. It may be boloney to you
but the old rule is still one foot to me. I place the lad against the
wall and measure him once more. He is six of my “foot’’-rules
high. Quite a lad—according to my measurements he has gained
two “feet,” a 50 per cent. increase.
Once you start a thing it gets to be a habit. The youth be
comes a man and for no reason at all the urge to measure him again
comes over me. Now my little rule has again suffered through
the years—another “absolute” inch is gone and it is, in fact, only
three quarters as long as it was in its pristine state. However, it
still bears the inscription “One foot” and that is enough for me.
Again I measure. What a man! Eight feet, as I live. The
subject, then, has doubled in size since first we did a-measuring go
and has added a third to his stature since the last gauging!
Of course these astounding increases lie partly in the realm of
fancy. But how may we eliminate the fancy and ascertain the
absolute increases if we know how much the measuring unit has
decreased? It is really very simple—there is a neat little formula
that will turn the trick. Let r represent the real increase stated
as a fraction or percentage of the basic unit, a the apparent in433
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crease similarly stated, and v the change in the measuring unit.
Then,
r=(l±a)(l±v) —1

The sign ± is read “plus or minus” and means that the values
of a and v are added when increases and subtracted when de
creases. Now to interpret our dubious measurements.
When the second measurement was taken, there was an ap
parent increase of one-half (from four feet to six “feet”) and the
measuring unit had decreased one-sixth.
and v= — 1/6 .
6

Consequently, a = + 1/2

2

Substituting these factors in our formula we have
3/2 x
r= 5/6 - 1
2 6

1
4

The real or absolute increase was therefore only one-fourth instead
of one-half, or from four absolute feet to five absolute feet.
Take the third measurement and compare it with the first.
The apparent increase is 100 per cent. (or 1) and the decrease in
the measuring unit is one-fourth. Then
r=2x 3/4-1
4
= 1/2
2

The real or absolute increase in this case, evidently, has been from
four feet to six feet.
Now compare the third measurement with the second. In both
cases the measuring units are false, but we can still obtain the
absolute increase. There is an apparent increase of one-third
(from six “feet” to eight “feet”) and a decrease of one-tenth in
the measuring unit (from ten absolute inches to nine absolute
inches). Consequently,

1/5
=
5
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The absolute increase in height between the second and third
measurements is then one-fifth instead of one-third, or from five
feet to six feet.
Now perhaps we don’t like to refer one false unit to another but
insist that each be referred to a known base—in this case the
absolute foot. Our formula expands slightly and we have
r=(l±p)----- - 1 or r =----- —----------- 1
1

Here is the change from the absolute in the first false measuring
unit and v2 the corresponding change in the second. Then

a = + 1/3, v1 = -1/6, and v2 = - 1/4 and we have
a = + 1/3,v1 = - 1/6, and v2=
and we have
3
6
4
4 3

6

= 1/5
This is, of course, the same result as that obtained above. The
latter formula is used where some established basis is used for
reference—the absolute foot in the foregoing illustrations or the
1926 value of the dollar, for example. The relations between ap
parent and absolute changes illustrated above obtain for all
measuring units, whether of length, weight, volume, temperature
or value. Let us try a few cases in which value is involved.
You bought a piece of land back in 1923, we’ll say, when dollars
were dollars and women were glad of it. You paid $20,000 for it.
Today you sell it for $30,000, or at a profit of 50 per cent. (this
sounds like a bed-time story, but never mind). It dawns on you
that the good old dollar is worth now only about two-thirds what
it used to rate. Have you really made a profit—or have you?
Trot out the formula
r= 3/2 x 2/3 - 1
2 3

=0
The answer? You haven’t made a trace of a profit—you’ve
exactly broken even!
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Try again. You paid $24,000 for a piece of property along
about 1923, and let us say that the value of the dollar was then
about one-eighth greater than the value of the 1930 dollar which
we shall use for a basic value. You sell the property tomorrow
for $30,000 (an apparent profit of 25 per cent.) with the dollar
down 40 per cent, from its 1930 value. Where do you stand?
r = X.60/1.125
1.25
-------------------- 1
1.125

Profit? Nay, you have lost one-third of your stake and you
don’t even know it. Your cost was equal to 27,000 of the 1930
dollars and your selling price to 18,000 of the same unit. But
will Uncle Sam make you pay an income tax on the apparent
profit of $6,000? Ask something hard!
One more—this time we’ll say that you make a little something.
You bought some securities in 1930 for $10,000 and sell them in
1934 for $21,000 with the dollar worth (let us say) half as much as
in 1930. Have you really made a profit of 110 per cent.? Let us
see.
r = 2.10X.50-1
= .05

Instead of a 110 per cent. profit you have made only a 5 per
cent. profit! This is equivalent to 500 of the 1930 dollars. But
your income tax will be based on 1934 dollars. What amount of
such dollars should you equitably report as profit (forget the law
for the moment) ? Here is another little formula

Here P stands for the profit, S for the selling price, C for the
cost, and v (as before) for the change in the value of the measuring
unit. Then in this case

= 21,000-20,000
= 1,000

The real profit expressed in dollars as of the date of the sale, is
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therefore $1,000 and not the $11,000 you will report in your tax
return. This is readily seen, for it takes 20,000 of the 1934 dol
lars to equal the 10,000 1930 dollars exchanged for the securities,
and the real profit expressed in 1934 dollars is the difference be
tween $21,000 and $20,000.
When the dollars of both the selling price and the cost are re
ferred to a common base, the formula given above may be
rewritten as follows:

Here vc represents the change in the value of the cost dollars and
vs the change in the value of the selling dollars. Using the il
lustration given above, in which a piece of property was bought in
1923 for $24,000 with the dollar one-eighth above the basic 1930
value and sold at the present time for $30,000 with the dollar
40 per cent. below its 1930 value, we may compute the profit in
dollars of current value as follows:

P = 30,000 - 24,000

1 125

.60

= 30,000-45,000
= -15,000

Instead of an apparent profit of 6,000 “dollars” there is a real loss
equivalent in amount to 15,000 of the current dollars.
The implication plain in the foregoing is that the rubber dollar
—if contracted too greatly—will bring confiscation of capital in
the guise of the income tax unless the laws imposing such taxes
are correspondingly modified. This last, however, is not likely,
for the consequences of tampering with the measuring unit, the
dollar, are infinite in number and can scarcely be compensated in
any general scheme of income taxation. It will be an insidious
confiscation, for the victim will have his life-blood sucked from
him while the doctors tell him he is steadily improving. He must
ultimately realize that his capital is being drained away, but how
or when or by whom will not immediately be evident.
Should the dollar be stabilized at approximately 60 per cent. of
its former gold value, it is certain that general “dollar” values
must ultimately conform to this diminution, and the real profits
or losses on items purchased under the gold standard and sold
under the new standard will not be discernible to a casual scrutiny.
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The following table gives the relationship between the apparent
and the real on this basis (plus signs indicate profits and minus
signs losses):

Apparent
+ 100%
+ 90
+ 80
+ 70
+ 60
+ 50
+ 40
+ 30
+ 20
+ 10
0
- 10
- 20
- 30
- 40

Real
+20%
+ 14
+ 8
+ 2
- 4
-10
-16
-22
-28
-34
-40
-46
-52
-58
-64

An apparent profit of 66%
2/3 per cent. is actually neither a gain
nor a loss; any lesser apparent profit is really a loss.
To leave as we came—through the door of analogy—let us
say that you are a farmer. Some legislation has been enacted
taxing you in kind for any increase during a year in the grain
you have in storage. At the beginning of the year you had 1,000
bushels in a bin that has not since been touched. The assessor
comes. “Where is your bushel measure?” he asks. You give
it to him, but he saws a third off the measure before going to
work. “Ah,” he says finally, “I find 1,500 bushels here. That
is an increase of 500, and as the tax is 20 per cent. I’ll just take
100 bushels with me.” So he drives away with 100 of the short
“bushels”—or about 67 of the original bushels. Sadly you con
template the remaining 933 bushels. You haven’t had any
increase upon which a tax should be levied—you have been
thimble-rigged.
There is much more than theory involved in the foregoing.
Simple as the illustrations are (and they have been chosen for
their simplicity) they are exact parallels of the fictitious profits
that will be reflected upon any decided decline in the value of
the dollar. If such profits are to be the basis for the assessment
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of income taxes, the result will be capital confiscation—exactly
as in the grain illustration above. The cardinal principle of all
measurement is that increases and decreases (or profits and losses)
can be correctly determined only when the same measuring unit
is applied throughout—and this fact can not in equity be ignored.
The lender who receives low-value dollars in place of the gold
dollars advanced a borrower suffers a real and actual loss, con
cealed though it may be by the appearance of an equal exchange.
Perhaps some objector will think that merchandising transactions
involving quick turn-overs or short-term loans are exempt. Not
so. An illustration would be too lengthy to give, in extenso,
here, but over a period of time the capital loss is the same in
character if not always in absolute amount. That is, with a
declining dollar, a given amount of capital employed in a number
of short-term transactions might not suffer precisely the same
diminution as the same amount invested without change for a
long term, but the results will usually be approximately the same.
And the effect on the victim may be even more deleterious in the
long run.
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Legal-Accounting Features of the Ohio General
Corporation Act
By Hugh A. Sherer
A corporation organized under the general corporation act of
Ohio is required to keep and maintain adequate and correct
accounts of its business transactions including accounts of its
assets, liabilities, receipts, disbursements, gains, losses, stated
capital and shares, together with certain other particular accounts
(G. C. 8623-63).
This section, with sections 37, 38, 39, 40 and 41, necessitates a
bookkeeping system of the double-entry type. Section 38 sets
forth certain particular accounts in addition to those mentioned
in section 63 which are required to be kept on a corporation’s
books. These are in the nature of surplus or net-worth reserve
accounts and represent “tagging” of certain portions of the net
worth according to derivation.
Authorized capital stock denotes that amount of stock which a
corporation is permitted by its articles to issue. The original
amount is provided in the original articles as drawn by the incor
porators, but such amount is subject to revision by either increase
or reduction (G. C. 8623-14-e). Incidentally the right to revise
authorized capital stock is not inherent (14 C. J., section 723;
Winters vs. Armstrong, 37 Fed. 508; and 7 Ruling Case Law 202).
In Ohio the right is purely statutory (10 O. Jur., page 257). This
right rests with the shareholders unless expressly conferred by
statute on the directors (Mannington vs. Railway, 9 O. N. P.
(N. S.) 641).
The principal accounting features of the Ohio general corpora
tion act are concerned with the questions of stated capital, re
serves and dividends. Naturally any question which involves
any one of these subjects has a bearing on both of the others by
reason of the fact that the amount available for dividends depends
directly upon the amounts of reserves, stated capital and surplus.
Most of the accounting features of the general corporation act are
accordingly grouped in sections 37, 38, 39, 40 and 41, as above
indicated.
Stated capital is primarily an accounting term written into the
statute and came into general use for the first time in 1927 upon
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the codification of the Ohio general act. It denotes a more or less
permanent investment in the business of a corporation. It is not
generally subject to withdrawal in dividends (Railway vs. Tennes
see, 153 U. S. 468; 55 A. L. R. 12; Miller vs. Ratterman, 47 O. S.
141 and Mente vs. Groff, 10 O. N. P. 148).
Stated capital has been sometimes described as being a bench
mark from which the amount of capital of a corporation available
for distribution as dividends may be computed. It is, however,
subject to considerable variation by way of increase and reduction
as provided by statute, further comment on which will appear
hereafter.
Stated capital is thus seen to be homologous and to a consider
able extent analogous to the personal accounts in individual
and partnership bookkeeping. The common origin is the pro
prietary investment, but the uses of the two accounts differ
considerably, withdrawals from stated capital being subject to
much more statutory limitation than withdrawals from personal
accounts.
Increases in stated capital may arise from acquisition of new
capital, i. e., consideration for issuance of shares; by appreciation
in value of assets; or by transfer to stated capital from surplus or
reserve accounts.
The first method is the most common and is so simple as to
deserve no more than passing mention. It is merely the credit
entry necessary to balance the debit to an asset account upon the
acquisition of new capital.
The second method is subject to statutory regulation requiring
action by the directors (G. C. 8623-38). It is susceptible to
some abuse, despite the statutory provision that any excess of
assets arising by revaluation of assets is not available for cash
dividends. It will be noted that it is only necessary to reduce
stated capital and to distribute the excess of assets as authorized
by G. C. 8623-40 in order to avoid the limitation of G. C.
8623-38, which required the capitalization of any excess of assets
arising by appreciation. The fact that reduction of stated capital
requires a vote of the shareholders, however, does afford the safe
guard of a notice to them as to the source of assets distributed and
makes a public record of such reduction in the office of the secre
tary of state available to creditors. (See comment of Ohio bar
committee on codification of Ohio corporation laws, fifth draft,
December 28, 1926.)
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The third method of increase of stated capital sometimes in
volves only a journal entry capitalizing reserves, the necessity for
maintaining which no longer exists. More often, however, it is a
transfer of surplus to stated capital, coincident with the declara
tion of a share dividend. The effect of a share dividend from a
legal and accounting viewpoint is to reduce the amount immedi
ately available for actual dividends. The psychological effect on
shareholders is commonly considered to be good, for the reason
that it records on the company’s books an increase in permanent
capital; but the real significance is about the same as exchanging
ten pounds of large potatoes for the same weight of smaller
potatoes.
Reduction of stated capital is authorized in the manner pro
vided in section 39 of the act. Reduction may be accomplished in
several ways; first, by a redemption of shares subject thereto;
second, by retirement of treasury shares; third, by a transfer from
stated capital to another net-worth account.
Either of the first two methods involves a purchase by a cor
poration of its own shares. The law in respect to purchase by a
corporation of its own shares has now become somewhat liberal
ized from the original English rule that such purchases were
unlawful except in certain rare cases, such as the compromise of a
debt of doubtful value. The English rule seems largely to have
been followed even today by Canadian courts.
The American decisions on this question range very widely.
The Illinois rule is set forth in the case of Clapp vs. Peterson, 104
Ill. 26 (1882). This case holds that net assets after the purchase
must equal the stated capital prior to the purchase. This is the
trust-fund theory, so called, and is widely followed, with certain
modifications, in numerous decisions. Thus in 3rd Dec. Dig.
section 67, it is stated that the amount of reduction of capital
upon the purchase of shares should be carried in the “surplus
capital” account.
The rule that purchase of the corporation’s own shares should
be made only out of surplus is supported to a certain extent by the
decisions in cases of Grasselli Chemical Company vs. Aetna Powder
Company, 258 Fed. 66 (N. Y. statute) and Du Pont vs. Du Pont,
242 Fed. 98 (N. J. statute).
The opposite rule holds that purchase of its own shares by a
corporation is limited only by the test of solvency after such
purchase, as set forth in the case of Marvin vs. Anderson, 111
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Wise. 387. There are apparently few decisions which follow this
extreme ruling.
The most common rule is a compromise of the two mentioned
above and the states which have compromised the rule include
Ohio. The Ohio rule is that purchases of a corporation’s own
shares generally must be made out of surplus, but in a number of
special cases the statute authorizes purchase from capital, sub
ject always to the limitation that the corporation shall not thereby
be rendered unable to satisfy its obligations. The special cases in
which an Ohio corporation may purchase its own shares from
capital are set forth in section 41 of the act and include redemp
tion of shares subject thereto; a compromise of a debt; for the
purpose of re-sale to employees; purchase from an employee under
an agreement by the corporation to re-purchase; for the purpose of
avoiding the issuance of fractional shares; for the purpose of
re-sale to shareholders having preemptive rights; and from dis
senting shareholders.
The Ohio rule regarding purchase of shares for redemption out
of capital is supported in 14 C. J. section 724, wherein it is said
that capital stock as distinguished from surplus can not be re
duced by purchasing or retiring shares in the absence of statutory
authority but that a corporation does not reduce capital stock
within the meaning of the statute by purchasing shares thereof,
when it does not retire them but sells them to others or holds them
ready for such sale and transfer. Cited in support of this rule are
cases from the courts of the United States, California, Georgia,
Iowa, Kentucky, Louisiana, Maryland, Massachusetts, Montana,
New Jersey, New York and Texas.
The distinction between purchases for redemption (and for the
special purposes set forth in paragraphs b, d, e, f, g, and h of
section 41 of the act) and purchases of shares generally is very
important from an accounting viewpoint. It is generally believed
that in order to comply with the provisions of paragraph c of
section 41 (purchase of non-redeemable shares) it would be
necessary to set up a reserve by a charge to surplus in order to tag
the amount of surplus used for purchase of shares pursuant to this
paragraph. Obviously the creation of such a reserve account in
the case of redemption of shares would be unnecessary, since the
limitations of paragraph c do not apply to the redemption of
shares. (Note the use of the disjunctive “or” between para
graphs a, b, c, etc., of section 41.)
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This distinction is also noted in 1928 O. A. G., Vol. 1, No. 1832,
wherein it is stated at page 659 in the discussion of a purchase of a
corporation’s own shares:
“Since my interpretation of the transaction in question constitutes it a
purchase rather than a redemption, the action of the corporation would be
controlled by the provisions of paragraph (c) of section 8623-41 of the code.
You will observe that this section authorizes the purchase only to the extent of
the surplus available for cash dividends and requires the affirmative vote of the
holders of two thirds of each class of shares outstanding, regardless of limita
tions or restrictions on the voting power of any such classes, or by such other
vote as may be prescribed in the articles, or by the board of directors when
authorized by the articles. This paragraph, rather than paragraph (a), would
govern since, as you state, the articles are silent as to redemption and cancella
tion. The distinction is important not only in view of the requisite vote but
also because the purchase must be made from surplus available for cash divi
dends, whereas in the case of redemption the purchase may be made if there
remains after purchase an excess of assets over all the debts and liabilities of the
corporation, plus stated capital after deducting the amount of stated capital in
respect of the shares to be purchased.”

The third method of reduction of stated capital, i. e., a transfer
to another net-worth account, is authorized by paragraph c of
section 40 of the act. This may be accomplished by a pro-rata
surrender of shares by the shareholders, a substitution of shares of
less par value for shares outstanding, or by simply writing down
the stated value of no-par shares. As already suggested, this
method is often the means of shifting an excess of assets arising
from appreciation of assets from stated capital to an account
where it may legally be made available for dividends. It will be
noted that it may be applied as a credit to a surplus account
having a debit balance and thus make current earnings immedi
ately available for dividends.
The rules for computing amounts available for payment of cash
dividends range widely in the United States. Generally speak
ing, consideration of four things is required by the various state
statutes. One: Will the capital remain unimpaired? Two: Will
the corporation be solvent after the payment of the dividend?
Three: Is the dividend being paid from cumulated profits? Four:
Is the dividend being paid from current profits?
Probably the most liberal dividend law is that of the state of
Delaware, which as amended in 1929 permits payment of divi
dends from current profits or from the profits of the immediately
preceding fiscal year, regardless of any consideration of questions
one or three above. Many states hold, however, that the first
three questions above must be answered in the affirmative before a
dividend may be authorized.
444

Legal-Accounting Features of the Ohio General Corporation Act

Various court decisions and legislative enactments with refer
ence to dividend authorization may be said to have established
two widely different rules, viz., the “profits rule” and the “valua
tion rule.”
The valuation rule, which is followed by the Ohio statute, is
that dividends may be paid from a surplus which consists of an
excess of assets over liabilities, plus stated capital, after adjust
ment for losses, etc. The profits rule is to the effect that not only
must there be an excess of assets over liabilities, plus stated
capital, but that only that part of such excess arising from opera
tions shall be available for distribution in cash dividends.
Obviously the valuation rule is coming to be by far the most
popular in the United States, if one considers the provisions
generally written into corporation statutes liberalizing the re
duction of stated capital.
It is interesting to note that it is frequently stated that divi
dends can be paid only out of net profits and that net profits equal
the excess of assets over liabilities plus capital stock, net worth
reserves being considered a part of such excess (14C.J. 1210 and
1215).
The Ohio code sets forth the same general rule and in addition
makes a liberal exception in the case of depletion of wasting assets
(G. C. 8623-38-b). Moreover the Ohio statute is considerably
liberalized by the provision for reduction of stated capital (as
mentioned above) despite the necessity, set out in G. C. 8623-38b, that unrealized appreciation be capitalized. And, as before
mentioned, although any excess arising otherwise than by earn
ings is required to be separately set up and appropriately desig
nated, the statute expressly authorizes the credit of such excess to
deficit to make current earnings available for dividends.
The valuation rule is criticized by some authorities as being an
unjustified departure from the trust-fund theory, in that it might
lead to deception of both creditors and shareholders. It has even
been suggested that statutory provisions authorizing the use of
the valuation rule might be so construed by the courts that the
early English rule would be applied. Thus in 30 Columbia Law
Review, page 954 (“Anglo-American Dividend Law,” by J. L.
Weiner) it is said:
“ In deciding dividend cases the courts, if they were induced to adhere to the
common-law rule that dividends pre-suppose profits, may continue to do so
even in the face of a statute making excess asset value the basis of a dividend.
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They may hold that value for dividend purposes as has usually been determined
on accounting principles and that such principles do not justify valuations in
excess of cost less depreciation.”

The classification of shares always makes it more difficult for
the accountant in determining the proper manner of distribution
of dividends. The dividend rights of the various shares are
greatly involved by reason of the fact that preference variations of
classes of stock are almost infinite.
Generally speaking, preferences of classes of shares are provided
in the articles with reference to, 1, management; 2, dividends; and
3, liquidation participation.
The rights of preferred shareholders are a matter of contract,
and this contract is set out in the articles (10 O. J. 164). Accord
ingly, in the absence of any stipulation to the contrary every
share of stock would be equal in all respects to every other share.
And the corollary to this rule is that, where the articles are silent
with respect to any particular feature of a class of stock, then in
respect to that feature that class of stock will be equal to the
common stock. Thus it is generally held that after common
shares have received an amount of dividends per share equal to
that paid the preferred stock the latter class will be participating
if there be no contract stipulation to the contrary set up (7 Ruling
Case Law, 263).
By the same line of reasoning, if the articles are silent as to
cumulative or non-cumulative feature of the class of preferred
stock, it will be cumulative. Thus in the case of Shoemaker vs.
Dayton & O. R. Co., 10 O. Dec. Rep. 12 (affirmed in 3 O. C. C.
473) the court held the rule to be that unless the contract ex
pressly confines the payment of preferred dividends to net income
of the current year the dividends are cumulative.
In conclusion, it may be said that the Ohio corporation code, to
the extent that it concerns accounting problems, represents a
compromise between two extreme rules both in respect of dividend
payments and purchase by a corporation of its own shares.
Although the valuation rule of computing the amount available
for cash dividends (as set forth in the Ohio code) is condemned in
no uncertain terms by Mr. Weiner, 30 Columbia Law Review, 954,
and a way is pointed out, as indicated above, whereby the courts
may disregard the valuation rule written into the statute, it is my
opinion that the courts will hardly indulge in such roundabout
reasoning in order to preserve the rule that “dividends pre-sup
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pose profits.” It may be said for the Ohio code that ample
notice is given to shareholders, creditors and others by filings with
the secretary of state, indicating the probability of reduction of
stated capital by redemption of shares and the payment of divi
dends out of surplus arising otherwise than from operations and
that such notice is probably sufficient to justify all the liberaliza
tions contained in the statute regarding these questions.
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Legal Notes
Harold Dudley Greeley, Editor.
RESPONSIBILITY IN LIMITED AUDITS

The recent decision of the supreme court of Alberta in Jamieson, Austin &
Mitchell, Ltd. v. Battrum (1934), 1 Western Weekly Reports 324 affirms again
the proposition of law that auditors are not liable for alleged negligence when
the client by contract with them had so strictly limited the scope of their audit
that it was practically impossible for them to uncover irregularities. The
leading case of International Laboratories, Inc. v. Dewar, et al. (1933), 2 Western
Weekly Reports 529, to this effect was discussed in The Journal of Account
ancy for January, 1934.
In the Jamieson case the plaintiff was a small private company with only a
few shareholders, most of whom were actually engaged in the management of
its business as an insurance broker. The defendant was a professional auditor.
The plaintiff sued the defendant, alleging that he was negligent in the per
formance of his duties as auditor and that the plaintiff thereby suffered damages.
It appeared that the chief reason for defendant’s employment was that de
fendant, who was not a licensed insurance agent, might through the medium of
fees charged as auditor share to some extent in commissions received by plain
tiff on insurance business produced by defendant. The defendant was not
appointed by the shareholders or by the registrar, pursuant to the provisions
of the companies act, but he was employed by the president on behalf of the
company. The books of account were simple and if all entries had been prop
erly made and all cash receipts properly deposited the financial condition of the
company would have been disclosed by the cashbook and the general ledger.
The president told the defendant that no auditing was needed but that defend
ant was to do some checking on the books. The defendant assisted the secre
tary-treasurer in balancing his books and during some of the years he prepared
annual statements and signed them as auditor for the purpose of income-tax
returns. He did a certain amount of detail checking, including the posting
of totals to the general ledger, but during one of the years in question he did
no checking in the clients’ ledger which was a loose-leaf book. He checked
cashbook entries with bank records but did not make an audit to ascertain
whether or not all cash received had been entered in the cashbook. The direc
tors knew that no audit was being made and they knew that their method of
handling cash receipts, some of which were never entered in the cashbook or
deposited in the bank, made defendant’s work in checking of very little value.
Defendant had no reason to suspect the slightest dishonesty on the part of any
of plaintiff’s officers.
In the action brought against defendant the main item of complaint was
that a financial statement prepared by him overstated an account receivable
by approximately $3,700. The court held that defendant was not responsible
for this, because his statement correctly showed the financial condition dis
closed by the general ledger and he had not been permitted to make any audit.
Another claim was for an alleged shortage of $600 which defendant had not
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uncovered. The court held that this loss, if it was incurred, was caused directly
by the negligent methods of plaintiff’s officers and not by any act or omission
of the defendant. The court held that it was not the defendant’s duty to
complain to the officers of the company, who were its main shareholders, con
cerning their methods of dealing with cash receipts. The plaintiff sought to
charge him also with a failure to write off a sufficient amount of bad accounts
receivable. The court cleared him of the charge of negligence in this respect,
stating that “in this particular case at least, it would be preposterous for an
auditor who knew nothing about the debtors to set up his judgment with re
spect to any particular accounts against the judgment of the officers of the
company who knew the debtors personally and who must have had a more or
less intimate knowledge of their general standing.” The plaintiff was not
allowed to recover fees paid to the defendant nor was it allowed to charge him
with the cost of an investigation by other auditors after his discharge. The
plaintiff’s action was dismissed in its entirety.
auditor’s DUTY UNDER ENGLISH COMPANIES ACT TO REPORT TO MEMBERS

An interesting and novel point was settled by the decision of the English
high court (chancery division) on March 15, 1934, in the matter of Allen, Craig
& Co. (London), Ltd. Section 134 of that statute directed that every auditor
should make a report to the members of the company on the accounts examined
by them. The court construed that section to mean that the report should be
made to the members in a general meeting but, if none was called, the auditor’s
duty was fulfilled by sending his report to the secretary of the company. The
official report of this decision is not yet available but it was summarized in
The Law Times for March 31, 1934 (vol. 177, page 223), and in the law reports
supplement to The Accountant for April 28, 1934.
Allen, Craig & Co., an importer of chemicals and oils, was registered in 1921
with a capital of £10,000. Its financial reports up to and including December
31, 1930, showed losses for every year, at an average of approximately £3,500.
These reports were signed by two directors and by the auditors. The liquida
tor of the company sought to charge the auditors with misfeasance and to hold
them, together with the managing director, for debts of the company contracted
after a date in 1925. He did not allege any deliberate misconduct by the audi
tors or any lack of professional skill on their part, but based his claim on the
fact that the auditors rendered their report to the company secretary who did
not call a meeting of the members. The liquidator argued that when no
general meeting was called the auditors should send a copy of their report to
every member of the company. The court held that this was not required by
the statute. The auditors had no power to call a meeting of members or to
compel any company officer to call one, and the meaning of the statute could
not be alternative and depend on whether or not a general meeting was called.
To require the auditors to send a copy of their report to every member would
impose an undue burden on the auditors. The statute was construed to mean
that the report should be presented to the members at a general meeting if one
was called; if none was called, the report should be sent to the secretary who
could be compelled by the members to disclose it.
The managing director, who was characterized as an incurable optimist, was
held liable for the debts, but the charges against the auditors were dismissed.
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The auditors had written several long letters to the company analyzing its
financial condition and drawing attention to the necessity of having a general
meeting of shareholders unless further capital was procured, but the managing
director had done nothing except to discuss these letters with the auditors who
wrote them.
AUDITOR AS EXPERT WITNESS

In the Canadian litigation between the trustee in bankruptcy of the Blue
Band Navigation Company and Price Waterhouse & Co., one of the incidental
points is of interest to accountants in the United States who from time to time
serve as trustees in bankruptcy or in other similar capacities. The court held
that a trustee in bankruptcy can not be compelled to give evidence as an expert
simply because he happens to be a member of a certain calling of which one
of the parties to the litigation is a member. Trustee of the property of Blue
Band Navigation Company, Ltd., a bankrupt, v. Price Waterhouse & Co.,
47 British Columbia Reports 258.
The Blue Band company had been engaged in the towing business from its
incorporation in 1920 to its bankruptcy in 1931. The defendants had been its
auditors since the date of incorporation. The trustee in bankruptcy sued the
auditors for alleged negligence, misfeasance and breach of contract. During
an examination of the trustee, who was an auditor by profession, he was asked
this question: “When you conduct an audit yourself, Mr. Carmichael, do you
find it necessary to rely to some extent upon the statements made to you by
officers of the company on information supplied to you by them? ” He refused
to answer the question and both the lower court and the court on appeal
sustained him in his refusal. One of the judges stated that it would be unfair
to the bankrupt company to hold it bound by any opinion which the trustee
might express as a member of any calling or profession to which he might
belong. He should be examined only as to matters directly concerning the
company he represents. One of the other judges indicated that it might be
proper to examine the trustee as an expert because he, as an auditor, had
advised himself, as trustee, that a cause of action existed against the defendants
and he should be subject to cross-examination as to the facts and practices upon
which he based his opinion.
On the point of the auditor’s right to rely on information and statements
made by officers of the company, the chief justice wrote that clearly he could
not rely upon statements to the effect that there was nothing wrong with the
books, but that he was entitled to get such information as would enable him
to examine the books with intelligence.
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Students’ Department
H. P. Baumann, Editor

Problem in University Accounting
Dear Mr. Baumann:
In view of recent interest in the development of standards for university
and college accounting, I am sending you, for use in the Students' Department
of The Journal of Accountancy in case you find it suitable, a problem in
university accounting. The solution of the problem follows the recommenda
tions of the committee which has been studying this subject.
With kind regards, I am
Cordially yours,
Urbana, Illinois
Lloyd Morey.
Introduction
Colleges and universities receive income which may be expended for the
several institutional operations. In addition, they receive funds which must
be maintained inviolate, the income only to be expended. They also receive
funds which may be expended only for certain specific purposes. The financial
records, therefore, must deal, not only with income and expenditure, but
also with the accounts of permanent funds.
Standard classifications of accounts and standard forms of financial reports
for colleges and universities are recommended by the National Committee on
Standard Reports for Institutions of Higher Education (G. E. Van Dyke, tech
nical secretary, 5835 Kimbark avenue, Chicago, Illinois). The recommenda
tions of the committee are set forth in a series of bulletins dealing with various
accounting and reporting problems.
The committee recommends that the accounts be classified in such a manner
as to set out in balanced groups the assets, liabilities, and equities of the fol
lowing funds:
I. Current funds, including all expendable funds other than those designated
for plant extension. This group is subdivided into:
(a) General funds
(b) Restricted funds
II. Loan funds, including all funds of which the principal may be loaned.
III. Endowment and other non-expendable funds, including funds the prin
cipal of which is being used for the purpose of producing income. This
group is subdivided into:
(a) Endowment funds
(b) Funds subject to annuity
IV. Plant funds, including all funds designated or expended for additions to
physical plant, divided into two groups:
(a) Unexpended plant funds
(b) Funds invested in plant
If funds of others are accepted for custody, an additional section for
“ Agency funds ” is recommended.
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The general ledger and the balance-sheet should be classified according to
these groups of accounts.
The committee recommends that income and expenditures be classified as to:
I. Educational and general.
II. Auxiliary enterprises and activities, including residence halls, dining halls,
bookstores, hospitals, intercollegiate athletics and similar activities.
III. Other non-educational items.
Under these respective groups income is classified by source and expenditures
are classified first by function and then by department.
The committee recommends that the budget operations be controlled by
budgetary accounts in the general ledger. Subsidiary ledgers for income and
expenditures balanced to the proper budgetary control accounts of the general
ledger are indicated.

The following transactions are those of the first year of operation of the
University of Newstate. Attention is called to the fact that state appropria
tions made to the University are not paid to it in cash but that to secure these
appropriations the university certifies vouchers which are paid by state
officers from funds in the state treasury.
From the transactions stated, present in proper form:
1. A balance-sheet of the university at the close of the year.
2. A statement of current income and expenditures and surplus for the year.
3. Statements of loan funds, endowment and other non-expendable funds, and
plant funds.

(1) Gifts for endowment are received consisting of:
Cash................................................................................. $ 100,000
Securities, valued at................................................................
3,800,000
(2) Gifts for new buildings and equipment are received consisting of:
Cash........................................................................................... $2,000,000
(3) A state appropriation for plant development is made by the state legis
lature amounting to $500,000.
(4) Cash is received from a mortgage bond issue for a new building for
$200,000 at par.
(5) Gifts in cash subject to annuity agreements, $100,000.
(6) Investments are purchased for non-expendable funds to be entered at
cost as follows:
Endowment funds............................................................ $ 98,000
Annuity funds.......................................................................
99,000
(7) Expenditures for plant extension are made as follows:
From state appropriations for this purpose........
497,600
From other plant funds.......................................................
2,167,821
(8) Budget estimate of income for the fiscal year is $900,000.
(9) Budget appropriations for the fiscal year are $880,000.
(10) A reserve for working capital for general stores is set aside out of current
surplus, $15,000.
(11) Income for general purposes is realized in cash from the following sources:
Student fees........................................................................ $ 218,815
Federal appropriations.......................................................
50,000
General endowment...........................................................
104,600
Sales and services...............................................................
3,120
Miscellaneous......................................................................
964
Residence halls...................................................................
21,410
Dining halls..........................
67,684
Bookstore.............................................................................
7,480
Athletics...............................................................................
84,612
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(12) Income is accrued and billed as accounts receivable for the following items:
Sales and services.............................................................. $
2,860
Bookstore.............................................................................
1,624
(13) Accounts receivable are collected to the amount of $3,918.
(14) Income expendable for restricted current purposes is received from the
following sources:
Gifts...................................................................................... $ 32,100
Endowment investments...................................................
101,420
(15) Vouchers are audited for the current expenses of the following depart
ments:
General administration and expense. ............................. $ 38,716
Instruction...........................................................................
392,610
Research...............................................................................
68,420
Extension.............................................................................
37,600
Libraries...............................................................................
31,240
Physical plant.....................................................................
98,615
Residence halls....................................................................
19,874
Dining halls.........................................................................
51,618
Bookstore.............................................................................
7,145
Athletics...............................................................................
79,480
Annuities..............................................................................
6,000
Fellowships and scholarships.............................................
8,000
Sub-total..........................................................................
(839,318)
Stores....................................................................................
31,600
Work in process...................................................................
16,540
(16) Stores are issued for the following purposes:
General administration and expense.........................
1,200
Instruction...........................................................................
9,420
Research......................................................................................
2,618
Physical plant............................................................................
8,961
(17) Vouchers are paid as follows:
From current general funds......................................
551,600
From state appropriations................................................
200,000
From current restricted funds:
Restricted endowment. . . .........................................
100,612
Restricted gifts................................................................
31,400
(18) A gift in cash for student loans is received of $25,000. Interest is to be
charged on these loans and added to the principal.
(19) Student loans are made to the amount of $21,600.
(20) Student loans are collected to the amount of $4,200 principal and $986
interest.
(21) Investments of restricted endowment funds valued at $21,000 are sold
for $22,400 and accrued interest $396.
(22) An annuity fund for general current purposes amounting to $1,000
matures and becomes available for expenditure.
(23) Work of service departments is completed and charged to educational
departments as follows:
Instruction............................................................................. $
7,640
Research ..............................................................................
2,824
Physical plant.......................................................................
4,693
At the close of the year it is found that:
(a) There have been expended from current funds and included in
No. 15 items which represent additions to plant and equip
ment amounting to $16,180.
(b) Property is found to be worn out and is scrapped and disposed of
which originally cost $3,875.
(c) Orders and contracts against budget appropriations of the cur
rent year are still unliquidated to the amount of $3,100.
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IV.

III.

II.

Investments.......................................................

Cash ..................................................................
Investments......................................................

Cash .................................................................
Notes receivable..............................................

Total..........................................................

25,986

C ...............

$

1,904

23,353

3,100
15,000
1,407

3,846

------------

99,000

-

$6,763,948

_

2,712,305

~

4,000,400

E -l ........................................................

Total..........................................................

Net investment in plant, per exhibit E-2 ........

B. Invested in plant
Bonds payable...................................................

Total unexpended......................................

hibit

Unexpended
Balances of funds for plant extension, per ex

Plant funds:

34,579

IV. Plant funds:
A. Unexpended

$6,763,948

2,677,726 2,712,305

-------------

$ 200,000
2,477,726

$ 34,579
Invested in plant

$

A. Funds other than annuity

II. Loan funds:

III. Endowment and other non-ex

25,986

25,257

B. Restricted

A. General

Funds subject to annuity

$

Exhibit A

Endowment and other non-expendable funds:
Funds other than annuity funds
Endowment funds, principal, per exhibit D . .. $3,901,400
B. Funds subject to annuity
-----------Balances per Exhibit D
99,000
$3,901,400----------------------------------------------------------------------------------------- .................

8,586
17,400

Loan funds:
Loan funds principal per Exhibit

Funds balances, Exhibit

B -l ............................

Restricted

Total general.............................................

25,257

-

Liabilities
Accounts payable .............................................. $
Current surplus:
Reserves.......................... ............................
Working capital.............................................
Unappropriated surplus per exhibit B ..........

General

I . Current funds:

U niversity

1,904

$

Date

of

23,353

$ 24,400
3,877,000

$

Total general..............................
$
Cash ...................................................................

10,784

12,003
566

Cash .................................................................. $ 32,179
State appropriation ..........................................
2,400
Total unexpended...................................... $ 34,579
B.
Educational plant.............................................
2,677,726

A.

B.

A.

B.

Accounts receivable..........................................
Inventories:
Supplies.......................................... $9,401
Work in process.............................
1,383

I. Current funds:
A.
Cash ................................................................... $

Solution:

B alance-Sheet
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Exhibit B
Current Income and Expenditures
For the year ended........................
Educational and general:
Student fees..................................................................
Endowment income:
General......................................................................
Restricted.................................................................
Federal appropriations...............................................
State appropriation.....................................................
Gifts from private sources—restricted......................
Sales and services of educational departments........
Other miscellaneous sources.......................................
Total educational and general income..................
Auxiliary enterprises:
Residence halls............................................................
Dining halls..................................................................
Bookstore.....................................................................
Athletics........................................................................

$218,815
104,600
101,816
50,000
200,000
32,100
5,980
964

$714,275
$21,410
67,684
9,104
84,612

182,810

Total auxiliary enterprises.....................................

$897,085

Total income............................................................
Expenditures:
Educational and general:
General administration and expense.. . $ 39,916
Instruction...................................................
409,670
Organized research..................................
73,862
Extension.................................................
37,600
Libraries...................................................
31,240
Operation and maintenance of physical
plant......................................................
112,269
Total educational and general..........
$704,557
Auxiliary enterprises:
Residence halls........................................ $ 19,874
Dining halls.............................................
51,618
Bookstore.................................................
7,145
Athletics........................................................
79,480
Total auxiliary enterprises................
Non-educational expense:
Annuities..............................................
$ 6,000
Fellowships and scholarships................
8,000

158,117

14,000

Total expenditures..................................................

876,674

Excess of income over expenditures.................................

$ 20,411
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Summary of current funds
Balance, beginning of year................................................
Add:
(1) Excess of income over expenditures for the year
per statement..............................................
$20,411
(2) Transfer from annuity funds per exhibit D............
1,000

$

Balance, end of year...........................................................

$ 21,411

Consisting of:
General funds:
Reserves...............................................
$
Working capital.......................................
Unappropriated surplus.........................

3,100
15,000
1,407

21,411

19,507

Restricted funds, exhibit B-l....................

1,904

Total, as above............................................................

$21,411
Exhibit B-1

Statement of restricted expendable funds
For the year ended................

Fund and purpose
Endowment income................
Gifts......... .................................

Expended Balance
and inBalance
Income
at end
beginning for year to eluded in of year
of year exhibit B exhibit B exhibit A
$101,816 $100,612 $ 1,204
700
32,100
31,400
$133,916

Total.................................

$132,012

$

1,904

Exhibit C

Statement of loan funds
For the year ended......................
Balance at beginning of year.........................................
Additions during year:
(1) Receipts:
1. Gifts.................
$ 25,000
2. Earnings........................................................
Balance at end of year, to exhibit A, section II........
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$

25,986

986

$

25,986
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Exhibit D

Statement of endowment and other non-expendable funds
For the year ended.

Funds
Endowment subject to
funds
annuity
Balance at beginning of year........................................ $
$
Additions during year:
(1) Receipts:
1. Gifts...............................................................
3,900,000
100,000
2. Profit on investment....................................
1,400

Total receipts........................................... $3,901,400 $
Deductions during year:
Annuity for general purposes, terminated and
transferred to current funds (See exhibit B)....
Balanceatendofyear, to exhibit A, section III..........

100,000

1,000

$3,901,400 $

99,000

Exhibit E-1
Statement of unexpended plant funds
For the year ended...................
Balance at beginning of year.........................................
$
Additions during year:
1. State appropriations........................................... $ 500,000
2. Gifts.......................................................................
2,000,000
3. Loans for plant purposes.....................................
200,000
Total additions...................................................
Deductions during year:
Expended for plant extensions..............................

Balance at end of year, to exhibit A, section IV...........

2,700,000
2,665,421

$

34,579

Exhibit E-2
Statement of funds invested in plant
For the year ended....................
Value of plant at beginning of year.............................
$
Additions during year:
(1) Expended from plant funds (as above).............. $2,665,421
(2) Expended from current funds and included in
exhibit B............................................................
16,180
$2,681,601
Deductions during year:
(1) Property worn out or otherwise disposed of....
3,875
Value of plant at end of the year (exhibit A, section IV)..................
Less: amounts owing at end of year....................

$2,677,726
200,000

Net plant funds invested in plant at end of year, to exhibit A,
section IV.............................................................................. $2,477,726
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Ohio C.P.A. Examination

Practical Accounting

Examination, Wednesday, November 2, 1932—2:00 P.M. to 6:30 P.M.
No. 2. You have been employed by the Columbus Specialty Company to
prepare a forecast of its operations for the period ending July 31st. From the
information given, prepare a cash statement, monthly (April-July) income-andexpense statement in columnar form and balance-sheet as it should appear on
July 31st.
Balance-sheet—March 31st
Assets
Cash on deposit....................................................................................... $ 24,820
Accounts receivable.............................................................................
69,600
Inventory of raw material.....................................................................
27,000
Buildings, machinery and equipment..................................................
135,000
Prepaid insurance....................................................................................
3,300
$259,720
Liabilities
Note payable (special 6% loan)...........................................................
Accounts payable....................................................................................
Accrued payroll......................................................................................
Accrued interest and taxes....................................................................
Depreciation reserve...............................................................................
Capital stock............................................................................................
Surplus......................................................................................................

$ 30,000
51,300
12,500
3,300
2,700
140,000
19,920

$259,720
Income and expense—three months ended March 31st
Sales (60,000 units)...................................................................
$180,000
Material consumed.................................................................... $ 60,000
Direct labor................................................................................ 36,000
Overhead....................................................................................
36,000 132,000

$ 48,000
Administrative expense............................................................ $15,000
Selling expense...........................................................................
9,000

24,000
$ 24,000

Cash discounts........................................................................... $ 1,080
Depreciation...............................................................................
2,700
Interest.......................................................................................
300

Net profit...........................................................................

4,080

$ 19,920

Buildings and equipment are wholly used in manufacturing, depreciation
being provided on straight-line basis. Fifteen thousand dollars of new ma
chinery will be purchased in July. Depreciation charges will be as follows:
April, May, June, $1,000 each; July, $1,060.
Thirty per cent. of current month’s sales are paid within the same month and
are allowed 2 per cent. cash discount; 60 per cent. are paid during the following
month; 8 per cent. in the second month and balance may be considered un
collectible. No provision has been made for losses arising from uncollectible
accounts.
Accounts payable are due on the 10th of each month for all purchases and
expenses of previous month, including administrative and selling. Payrolls
are payable on the 5th and 20th of each month for preceding half calendarmonth periods.
Company’s credit permits loans in multiples of $10,000 for full calendar
months only, with interest deducted at 6 per cent. per annum. In computing
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monthly cash requirements, you may disregard the actual date of receipts and
disbursements and consider that the full month’s receipts are available to apply
on the disbursements of the same month. Special term note outstanding
March 31st is dated February 1st, due in four months.
The sales department estimates the following monthly requirements and
recommends certain additional production to establish a reserve for future
demands:
Sales
Production
January (actual)................................... 10,000 units
10,000 units
February “
20,000 units
20,000 units
March
“
30,000 units
30,000 units
April........................................................ 20,000 units
30,000 units
May......................................................... 25,000 units
40,000 units
June........................................................ 30,000 units
35,000 units
July......................................................... 65,000 units
60,000 units
August..............................
50,000 units
50,000 units
Cost of finished product should be average of beginning inventory of finished
product with current month’s production cost. It is expected that the selling
price of $3 a unit can be maintained and that selling expense will retain a fixed
relation to sales. Administrative expenses will remain unchanged during the
period of your investigation.
Direct labor and material costs have a constant relation to production.
Overhead expenses are at a minimum of $10,000 a month when production
is at 10,000 units or less, and increase with production at the rate of $1, for each
$3 expended for direct labor. Fifty per cent. of such expenses consist of in
direct labor and fixed monthly charges for insurance and taxes, and 50 per cent.
comprises various manufacturing expenses exclusive of depreciation.
Insurance was taken out January 1st, for three years at a cost of $3,600.
Taxes of $12,000 per annum are payable June 20th and December 20th for
current semi-annual periods.
It is desired that a raw material inventory be maintained sufficient only for
the following month’s requirements.
At a directors meeting to be held during April a dividend of 10 percent. will
be declared payable May 15th.
Income taxes may be disregarded.

Solution:
The estimates of the various elements of cost appearing in the statement of
estimated cost of goods manufactured and sold (exhibit A) were determined
as follows:
Material consumed.—The statement of income and expense for the three
months ended March 31st (given in the problem) shows that the material
consumed in producing 60,000 units cost $60,000, or $1 per unit. The es
timated purchases are based upon the opening inventories and the estimated
production for the current and succeeding months.
Direct labor.—As the direct labor cost for producing 60,000 units for the three
months period ended March 31st was $36,000, and as we are told that the
direct labor cost has a constant relation to production, a unit cost of 60 cents
for direct labor is used.
Overhead.—The estimate for overhead is more difficult. The problem states
that “ overhead expenses are at a minimum of $10,000 a month when production
is at 10,000 units or less, and increase with production at the rate of $1 for each
$3 expended for direct labor.” As the direct labor cost to produce 10,000
units is (10,000 times $.60) $6,000, the overhead cost will increase (1/3 times
$6,000) $2,000 for each increase of 10,000 units over a base 10,000 units of
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production. An analysis of the direct labor and overhead costs of the three
months ended March 31st shows:

Units
Month
produced
January........................ ..................
10,000
20,000
February...................... ..................
March........................... ..................
30,000
Totals................... ..................

60,000

Direct
labor
$ 6,000
12,000
18,000

Overhead
$10,000
12,000
14,000

$36,000

$36,000

Further, “50 per cent. of such expenses consists of indirect labor and fixed
monthly charges for insurance and taxes, and 50 per cent. comprises various
manufacturing expenses exclusive of depreciation.”
It is necessary to segregate the indirect labor, insurance, taxes, and other
manufacturing expenses because the payment dates of these expenses vary.
Indirect labor is payable on the 5th and 20th of each month for preceding half
calendar-month periods; insurance is paid in advance; taxes are accrued and
are payable June 20th and December 20th for current semi-annual periods;
and the remainder, “various manufacturing expenses” are payable on the
10th of each month following. The estimated overhead may be broken down
as follows:

Month
April................
May.................
June.................
July.................

........
........
........
........

Totals.......... ........

Produced Overhead
30,000
$14,000
40,000
16,000
35,000
15,000
60,000
20,000
165,000

$65,000

50%
50%
.-----------------------------------Other
Indirect manufacturing
labor
Insurance Taxes
expenses
$100
$1,000
$ 5,900
$ 7,000
100
1,000
6,900
8,000
6,400
100
1,000
7,500
100
1,000
8,900
10,000

$400

$4,000

$28,100

$32,500

Depreciation.—The depreciation charges are stated in the problem.
Inventories offinished goods.—“ Cost of finished product should be average of
beginning inventory of finished product with current month's production cost.”
An analysis of the finished goods inventories follows:

Finished goods
inventory
Units Amount
April:
Production........................................................................ 30,000 $ 63,000
Cost of sales (amount = 2/3 of $63,000)............................ 20,000
42,000

Inventory, April 30............................................................. 10,000 $ 21,000
May:
Production........................................................................ 40,000
81,000

Total.................................................................................
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Finished goods
inventory

Cost of sales (amount =

of $102,000)..........................

Inventory, May 31.............................................................
June:
Production.......................................................................

Total..................................................................................
Cost of sales (amount = of $123,000)..........................

Units
25,000

Amount
$ 51,000

25,000 $ 51,000
35,000

72,000

60,000
30,000

$123,000
61,500

Inventory, June 30.............................................................
30,000 $61,500
July:
Production........................................................................ 60,000 117,060

Total..................................................................................
Cost of sales (amount = 65/90 of $178,560)....................

90,000
65,000

$178,560
128,960

Inventory, July 31..............................................................

25,000

$ 49,600

Columbus Specialty Company
Exhibit A
Statement of estimated cost of goods manufactured—by months
for the period April 1, 193— to July 31, 193—
Units produced...................................

April
30,000

May
40,000

June
35,000

July
60,000

Total
165,000

Material consumed:
Opening inventory.........................
Purchases........................................

$27,000
43,000

$ 40,000
35,000

$ 35,000
60,000

$ 60,000
50,000

$ 27,000
188,000

Total............................................
Closing inventory...........................

$70,000
40,000

$ 75,000
35,000

$ 95,000
60,000

$110,000
50,000

$215,000
50,000

Material consumed.....................

$30,000

$ 40,000

$ 35,000

$ 60,000

$165,000

Direct labor........................................

$18,000

$ 24,000

$ 21,000

$ 36,000

$ 99,000

Overhead:
Insurance........................................
Taxes...............................................
Indirect labor..................................
Other manufacturing expenses....
Depreciation...................................

$

100 $
1,000
5,900
7,000
1,000

100 $
1,000
6,900
8,000
1,000

100 $
400
100 $
1,000
4,000
1,000
28,100
6,400
8,900
10,000
32,500
7,500
1,060
4,060
1,000

Total overhead...........................

$15,000

$ 17,000

$ 16,000

$ 21,060

$ 69,060

Cost of goods manufactured..............
Finished goods—opening inventory..

$63,000

$ 81,000
21,000

$ 72,000
51,000

$117,060
61,500

$333,060

Total............................................
Finished goods—closing inventory. .

$63,000
21,000

$102,000
51,000

$123,000
61,500

$178,560
49,600

$333,060
49,600

Cost of goods sold..............................

$42,000

$ 51,000

$ 61,500

$128,960

$283,460
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The estimates appearing in the statement of estimated income and expense
(exhibit B) were determined as follows:
Sales.—The amount of sales is computed at a price of $3 per unit.
Administrative expense.—This expense averaged $5,000 per month and “will
remain unchanged.”
Selling expense.—The cost of selling for the three months ended March 31st
was ($9,000 ÷ $180,000) 5 per cent. and provision is made at this rate.
Bad debts.—Bad debts are provided for at the rate of 2 per cent. of sales.
Cash discounts.—Discount at the rate of 2 per cent. is allowed on the collec
tions received within the month (30 per cent. of sales). The allowance for cash
discounts is, therefore (2 per cent. of 30 per cent.) .006 of the sales for the current
month.
Interest.—This expense can not be computed until the cash requirements are
determined. An analysis showing the interest account follows as schedule V.

Exhibit B

Columbus Specialty Company
Statement of estimated income and expense—by months
for the period, April 1, 193— to July 31, 193—
April
20,000

May
25,000

June
30,000

July
65,000

Total
140,000

Sales................................................ ..
Cost of goods sold (exhibit A).. . .

$60,000
42,000

$75,000
51,000

$90,000
61,500

$195,000
128,960

$420,000
283,460

Gross profit..................................... ..

$18,000

$24,000

$28,500

$ 66,040

$136,540

Administrative expense..................
Selling expense................................
Bad debts........................................
Cash discounts................................
Interest............................................

$ 5,000
3,000
1,200
360
150

$ 5,000
3,750
1,500
450
200

$ 5,000
4,500
1,800
540
300

$ 5,000
9,750
3,900
1,170
250

$ 20,000
21,000
8,400
2,520
900

Total expenses.........................

$ 9,710

$10,900

$12,140

$ 20,070

$ 52,820

Net profit........................................

$ 8,290

$13,100

$16,360

$ 45,970

$ 83,720

Units sold........................................
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90,000
60,000
75,000
90,000
195,000

$600,000
3,600

$596,400

Totals..................................
Discounts allowed.......................

Net receipts................................
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$8,820

$9,000
180

$9,000

$35,640

$36,000
360

18,000

$18,000

$64,860

$65,400
540

27,000

36,000

$ 2,400

$76,440

$76,800
360

54,000
18,000

$ 4,800

■

$65,250

$65,700
450

$ 7,200
36,000
22,500

$76,260

$76,800
540

27,000

$ 4,800
45,000

132,600

58,500

$117,330

$139,800

$139,800

$ 7,200

$ 6,000
54,000
$118,500
1,170

Schedule
193—

I

1,800
1,200
1,500
1,800
3,900

1,200

600

$12,000

$12,000

$

Outstanding
July 31 Uncollectible
(Net)
(2% of sales)

to July 31,

The uncollectible accounts arising from the sales for the three months ended March 31st,
($3,600), are charged against the balance in the surplus account at that date.

100% total.

Notes—The collections are estimated on the basis of:
30% during the month of shipment.
60% within the following month.
8% within the second month, and
2% as uncollectible.

60,000

$ 30,000

Sales

Month
January
(Actual)...............................
February
(Actual)...................................
March
(Actual)...................................
April............................................
May .............................................
June .............................................
July .............................................

1, 193—

Collections
-------------------------------------------------- ---------------------------------------------January February March
April
May
June
July

C olumbus S pecialty C ompany
Estimate of collections on accounts receivable by months —for the period January
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Schedule II
Columbus Specialty Company
Estimate of disbursements on accounts payable—by months
for the period April 1, 193 — to July 31, 193Total

Accounts payable.
March 31................. $ 51,300
Materials purchased:
April.............................
43,000
May..............................
35,000
June..............................
60,000
July..............................
50,000
Administrative expense:
April.............................
5,000
May..............................
5,000
June..............................
5,000
July..............................
5,000
Selling expense:
April.............................
3,000
May..............................
3,750
June..............................
4,500
July..............................
9,750
Other manufacturing
expenses:
April.............................
7,000
May..............................
8,000
7,500
June..............................
10,000
July..............................
New machinery:
15,000
July...............................
Totals.......................

$327,800

April

May

June

July

Unpaid
July 31

$51,300
$43,000
$35,000
$60,000
$50,000
5,000

5,000
5,000
5,000

3,000

3,750
4,500
9,750

7,000

8,000
7,500
10,000
15,000

$51,300

$58,000

$51,750

$77,000

$89,750

Note.—“Accounts payable are due on the 10th of each month for all purchases and expenses
of previous month, including administration and selling.”
Schedule III

Columbus Specialty Company
Estimated disbursements for payrolls—by months
for the period April 1, 193— to July 31, 193—
Total
April
Accrued payroll,
March 31.......... $ 12,500
$12,500
Direct labor:
April.........................
18,000
9,000
May..............................
24,000
June..............................
21,000
July..............................
36,000
Indirect labor:
April.........................
5,900
2,950
May..............................
6,900
June..............................
6,400
July..............................
8,900
Totals........ .............

$139,600

May

$ 9,000
12,000

$24,450

2,950
3,450

$27,400

June

$12,000
10,500

3,450
3,200

$29,150

July

Accrued
payroll
July 31

$10,500
18,000

$18,000

3,200
4,450

4,450

$36,150

$22,450

Note.—“Payrolls are payable on the 5th and 20th of each month for preceding half calendarmonth.” It must, of necessity, be assumed that the payrolls of each month are equal.
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Columbus Specialty Company
Analysis of accrued taxes
for the period April 1, 193— to July 31, 193—
Provision
for taxes
Payments
Balance, March 31.............................
April......................................................
$1,000
May.......................................................
1,000
June.......................................................
1,000
$6,000
July.......................................................
1,000
Columbus Specialty Company
Analysis of interest paid
for the period April 1, 193— to July 31, 193—
Expense
accrual
Payments
Balance, March 31..............................
April......................................................
$ 150
May.......................................................
200
$ 50
300
900
June.......................................................
250
250
July.......................................................

Schedule IV

Balance end
of month
$3,000
4,000
5,000

1,000
Schedule V

Balance end
of month
$ 300
450
600

Note.—See Schedule VI.

Schedule VI
Columbus Specialty Company
Statement showing estimated receipts and disbursements
for the period April 1, 193— to July 31, 193—
Receipts
April
Cash balance at beginning of month. $ 24,820
Receipts—accounts receivable
(schedule I).................................
76,440
Bank loan—(30 days)........................

May
$ 25,510

June
$ 1,310

July
$ 9,770

Total
$ 24,820

65,250
10,000

76,260
60,000

117,330
50,000

335,280
120,000

Total receipts.............................. $101,260

$100,760

$137,570

$177,100

$480,100

Accounts payable (schedule II)........ $ 51,300
Payrolls (schedule III)......................
24,450
Taxes (schedule IV)...........................
Dividend payable...............................
Special term note...............................
Interest on special term note
(schedule V)....................................
Bank loan repaid................................
Interest on bank loans (schedule V)..

$ 58,000
27,400

$ 51,750
29,150
6,000

$ 77,000
36,150

$238,050
117,150
6,000
14,000
30,000

Disbursements

14,000

30,000

50

600
10,000
300

60,000
250

600
70,000
600

Total disbursements................... $ 75,750

$ 99,450

$127,800

$173,400

$476,400

$ 25,510

$ 1,310

$ 9,770

$ 3,700

$ 3,700

Cash balance, at end of month........

Note.—It is assumed that the bank loans (other than the special term note) are to be for
thirty days, and that no minimum bank balance is required.
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Exhibit C
Columbus Specialty Company
Pro-forma balance-sheet, July 31, 193—

Assets
Current assets:
Cash on deposit.......................................................
Accounts receivable........................ $151,800
Less: reserve for bad debts...........
12,000

Inventories:
Raw materials.........................
$ 50,000
Finished goods.............................
49,600

$ 3,700

139,800

99,600

$243,100

Prepaid insurance......................................................... ......................................... 2,900
Buildings, machinery and equipment...................... $150,000
6,760
143,240
Less: reserve for depreciation...............................

$389,240
Liabilities and net worth
Current liabilities:
Bank loans...........................................................
Accounts payable....................................................
Accrued payroll.......................................................
Accrued taxes..........................................................

Net worth:
Capital stock.......................................................
Surplus:
Balance, April 1, 193—.............. $ 16,320
Profit, April 1, 193— to July
31, 193— (exhibit B).............
83,720

Total.....................................
Dividends paid............................

$100,040
14,000

$ 50,000
89,750
22,450
1,000

$163,200

$140,000

86,040

226,040
$389,240
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ACCOUNTING PROBLEMS OF NON-PROFIT ENTERPRISES

Editor, The Journal of Accountancy:
Sir: Some members of the Institute have raised question concerning state
ments which I have made to the Institute to the effect that special knowledge
concerning the accounting problems of institutions and governmental bodies is
necessary in addition to general accounting knowledge and experience to enable
a public accountant to do satisfactory work in these particular fields. A well
trained accountant who is also experienced in the college and university field
has recently written me as follows concerning his experience with the accounting
system of a college which he was asked to survey:
“It is my understanding that two years ago the accounting system at--------college was entirely revamped. This seems to have been done by accountants
who were trained in the commercial field, and apparently knew very little about
university and college accounting.
“I personally feel that not only are the statements poor, but that the ac
counting system installed is equally inefficient. It produces and furnishes a
lot of figures and information, but I feel that it does not furnish some of the most
vital information, and that the reports as set up give misleading information.
Nevertheless I occasionally find that men in the public accounting field feel
that they know about all there is to know about accounting; and that the people
actually connected with universities know little about accounting.”

This is an illustration of the reasons why I have felt justified in urging that
men in practice inform themselves concerning the special problems of non
profit enterprises. The National Committee on Standard Reports for Institu
tions of Higher Education has endeavored to set up standards for the accounts
and reports of such institutions. These standards will not only meet the needs
of the institutions, but conform to the best standards of accounting procedure.
Four members of that committee are C.P.A.’s. The recommendations of the
committee are available without cost to every public accountant. If account
ants will study these proposals and endeavor to carry them out in principle they
will not only be rendering an improved service to institutions but also to ac
countancy.
Yours truly,
Lloyd Morey
Urbana, Illinois, April, 1934
ACCOUNTING PRINCIPLES AND THE LAW

Editor, The Journal of Accountancy:

Sir: We are becoming so accustomed to having not only our personal notions
knocked on the head, but to seeing what we regarded as the amenities, conven
tions and even traditions of life swept aside that we should perhaps suffer in
silence when a few more illusions go by the board. I am not using the first
person plural in any of the collective senses referred to by Mark Twain but as
an indication of my belief that I speak for others as well as myself.
It had been my preconceived notion that accountants labored more or less
under respect for law. It had certainly been my idea that when a member
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of the legal profession undertook of his own volition to counsel with us upon the
legal implications of some of our practices, we listened to him attentively. I
have, in my own experience, been somewhat handicapped by the thought that a
corporation was a creation of the law and that its treatment from the point of
view of accounting depended necessarily upon certain conventions which the
flippant-minded might describe as “legal fictions.”
All these fanciful notions, I find, must be abandoned. If the law is a mote in
our eye single in the preparation of accounts which shall give a fair and clear
presentation of our financial condition, then we must be anarchists. Con
vention must not in any way govern the preparation of balance-sheets, which
must be prepared in such a form as to be all things to all men; and the law
which creates corporations must be availed of only to support the illogical
results to which it lends itself and not to force us as accountants to adopt an
economic result which may prove a temporary embarrassment.
All these unpleasant thoughts result from reading the letter, which appeared
in the April issue of The Journal, addressed to you by my good friend, F. W.
Thornton. I must confess to having derived a certain degree of comfort from
the reading of George S. Hill’s article in the March issue on the treatment of
treasury stock. Raymond P. Marple follows a very similar trend of thought
in his paper on the same subject appearing in April. Any satisfaction which
might have been derived from these articles, however, was entirely swept away
by the devastating effect of Mr. Thornton’s letter. The feeling I have, after
reading this, is that the eternal principles of accounting, whatever they may
be, resemble nothing so much as a tank. If any trifling principles of law stand
in the way of its progress, the outcome is apt to be disastrous for the law.
I personally have never been able to take this view. I believe that in some
matters accountants have taken a more or less unholy delight in setting up laws
of accounting which should in some respects be more rigorous and in other
respects more lax than the law, and that in either of these circumstances, they
are acting at their peril. I think an example of the former class is the treatment
of surplus, as to which some distinctions are sought to be made by accountants
which the law may not recognize. That, however, is a discussion of another
matter which should not be introduced here. In the treatment of treasury
stock, that is to say, of reacquired stock, those accountants for whom Mr.
Thornton speaks would, as I understand it, disregard the law because the law
itself permits the hurdles to be jumped in such a manner as to arrive at some
what the same conclusion as Mr. Thornton seeks to reach without jumping the
hurdles.
I realize that I am exposing myself to the question as to what is the law in this
or any other particular case. I shall be told that there are forty-eight state
laws and perhaps some federal laws to be reckoned with. I think this is, in
some respects, an evasion of the issue. The weight of the law in this country
leans heavily towards the principle that capital stock must not be acquired
except out of surplus. Since capital stock and surplus both appear on the
liability side of our balance-sheets, obviously the one can not be acquired by
any application of the other. The meaning and the intent, however, are per
fectly clear and thoroughly sound, that is to say, the capital of a corporation
can not be reduced except by due process of law, so that if at any time a cor
poration wishes to acquire its own stock, it must at that time have a surplus of
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assets over and above liabilities and capital stock or stated capital at least
equal to the amount which it proposes to apply to such a purchase. The
exceptions to this principle recently incorporated in the laws of some few states
relate, I believe, specifically to stock reacquired for cancellation, and cancella
tion, of course, solves the accounting problem.
It may appear to be illogical to say that surplus must be reduced by the cost
of the stock acquired, for only if and to the extent that the stock has been
acquired at a premium over stated value is there any diminution of surplus.
There is, however, an application or an appropriation of surplus and this
appears to me to be the fact, economic as well as legal, which Mr. Thornton
is willing to ignore because of the somewhat illogical result in the economic
sense which follows the legal procedure for the retirement of capital stock.
A company which has acquired some part of its outstanding capital stock can
take steps to reduce its capital. This having been done, the mathematical
proposition that surplus was not reduced when the capital stock was reacquired
becomes a fact. Therefore, it is argued, reacquired stock in the treasury can
and should be deducted from capital stock outstanding even though the capital
has not been reduced. This seems to me to smack of embracing altogether too
readily one so-called " legal fiction " and ignoring entirely the essential soundness
of that other legal requirement (i.e., that stock may be reacquired only out of
surplus) which Mr. Thornton undertakes to discard because it is not so spelt
out in the statutes of each of the forty-eight states. As a principle, however,
this requirement rests upon something much too fundamental in corporation
law to be discarded because some states have been negligent or ambiguous in
phrasing their statutes. L. L. Briggs’ article in the September, 1933, issue of
The Journal of Accountancy may well be referred to in this connection.
It appears to me that a company which has reacquired, but not yet can
celed, part of its outstanding capital stock is in the position of having an item
representing the disposition of assets which can not properly be charged against
either its capital stock account or its surplus account. I incline very strongly
to the thought that such an item is properly dealt with only by carrying it as a
separate and fully described item on the asset side of the balance-sheet, whence
it will be removed after proper legal action has been taken.
I have no sympathy with the thought that a balance-sheet is a statement of
affairs. I do not believe it can fairly be claimed that a balance-sheet is not in
many respects conventional in character. I do not believe it spells any degree
of progress to claim that it should not be conventional. Some elements in a
balance-sheet necessarily become misleading, if its conventional character is
denied or disguised. In the hands of an ignorant person, a balance-sheet and a
doctor’s prescription can be equally dangerous. The important thing is to
endeavor to maintain conventions which are at the same time respected and
respectable. It is surely straining a point to claim that reacquired stock in the
treasury is in its very nature an asset. It may be resold and assets in this way
obtained for it. Yet there are other items which by convention and from
necessity we carry on the asset side of the balance-sheet which not only are not
in themselves assets but can not by any means be converted into assets.
We are dealing with a conventional form of statement, which is understandable
to those who have understanding and is truthful because the conventions
according to which it is prepared are understood and essentially true. If,
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according to this convention, sanctioned by the practice of many years, reac
quired stock is carried as a clearly disclosed item on the asset side of the balancesheet, it neither deceives nor misleads. The amount of surplus which has not
been applied to the reacquisition of stock can be determined without difficulty.
The amount of capital stock actually outstanding in the hands of the public can
similarly be seen by inspection. No one is misled into the belief that all of the
surplus is immediately available for distribution or that the net amount of stock
outstanding in the hands of the public may not be increased after the date of
the balance-sheet by the sale of the stock in the treasury without an offering
to stockholders.
An idea has arisen, particularly in the minds of those who regard accounting
as being purely a matter of mathematics, that by removing a sufficient number
of items from the asset side of the balance-sheet and deducting them from
capital and surplus on the liability side, a resulting figure can be obtained
which will represent " net worth. " If such a use of the expression " net worth "
has been conventionalized to the point of its meaning no more and no less than
the words imply, then I have so far not been exposed to the convention. The
use of the expression “net worth,” as applied to a balancing figure on the bal
ance-sheet, appears to me to be thoroughly misleading. Accounting must
proceed along entirely new, and not necessarily more useful, lines, if the
balance-sheet is to show net worth in any accepted sense of the term. I come
back, therefore, to my thought that the information to be obtained from the
balance-sheet is not enhanced in value by transferring reacquired securities
from the asset side to any position on the liability side.
Subject to these somewhat querulous remarks, I feel that the form in which
Marshall Field & Company set up their capital, surplus and reacquired securi
ties in their balance-sheet at December 31,1933, is as good a way as any of trans
ferring the item of reacquired securities to the liability side of the balance-sheet if
that procedure is regarded as desirable. Their method of treatment is as follows:
Capital Stock and Surplus:
Preferred stock—7 % cumulative
$100 par value—callable at $120—
Authorized 400,000 shares
Issued and outstanding 296,190
shares............................................ $29,619,000.00

Common stock—no par value—
Authorized 2,000,000 shares
Issued 1,400,000 shares, at stated value

14,000,000.00

$43,619,000.00
Paid-in surplus............................................
5,001,898.65
Earned surplus (of which $226,773.97 is
restricted by reason of purchase of treas
ury stock until such stock is sold or
canceled)...............................................
16,129,445.02

Capital stock and surplus before de
ductingtreasurystock................ $64,750,343.67
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Less—treasury common stock:
15,278 shares, at cost.............................

$226,773.97

Capital stock and surplus, net.......................................... $64,523,569.70
As long as the subject is under discussion, I should like to indicate one direc
tion in which the result of the retirement of capital stock in reestablishing a
previously existing surplus has, in my opinion, been abused.
It is to be assumed that an enterprise is capitalized at its inception at an
amount which the organizers regard as reasonable and necessary. Under
normal conditions, with a progressive business, the amount of capital required
increases and does not diminish. The increased capital found to be necessary
is, in part at least, furnished by the withholding from distribution of some part
of the earnings of the company.
There may be various reasons for the reacquisition of stock already issued,
but it is safe to say that in the great majority of cases common stock is reac
quired, not because the management of the company believes that the amount
of capital is excessive and should be reduced, but because the price at which the
stock can be reacquired appears to be attractive. In the case of the reacquisi
tion of preferred stock, charter provisions frequently require that some propor
tion of the stock originally issued be retired each year by the company out of
surplus earnings. Even in cases where this is not so, the management of a
company will frequently buy preferred stock in order to eliminate charges
ranking ahead of the common stock.
Where a company has only common stock outstanding, there seems to be no
reasonable argument that can be advanced against regarding surplus as un
affected by the purchase of stock once the stock has been canceled. Where
preferred stock is outstanding, however, the situation is different. A holder of
preferred stock must, even where the charter provides for the gradual retirement
of such stock, regard the safety of his investment as depending upon the
maintenance of adequate capital by the corporation. He is entitled to assume
that the capital provided at the time his stock was issued was regarded by the
management as the amount reasonably required for the proper conduct of the
business. He is interested in knowing not merely that the company will main
tain assets behind each share of his preferred stock to the extent of the amount
to which it is entitled on liquidation, but that so long as a single share of pre
ferred stock is outstanding, the capital will be maintained at the full amount
required by the company for the proper conduct of its business. It is entirely
reasonable for him to insist, therefore, that preferred stock shall be retired only
out of surplus, and that when surplus assets represented by the surplus account
have been applied to the retirement of preferred stock, the surplus shall not,
by the legal process of retiring and canceling the stock, be restored to a condition
in which it can be distributed in the form of dividends. That part of surplus
which now represents legal surplus but not an excess over and above the capital
of the enterprise as it was when he embarked in it, must be definitely earmarked,
unless it be capitalized from time to time by the declaration of a common-stock
dividend. This is not a question of statute law; it is a question of an agreement,
frequently incorporated in the charter but in some cases only implied, which
should protect the preferred stockholder against the diminution of the total
capital fund until every share of preferred stock has been retired. It is an
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agreement, however, which is frequently nullified through the restoration of
surplus to divisible form by the retirement of the stock reacquired. Account
ants would do well in such cases to stand out for a more rigid observance of the
contract, actual or implied, which limits the directors for the time being in their
disposition of surplus.
Yours truly,
Herbert C. Freeman
New York, April 16, 1934
STATED CAPITAL AND TREASURY STOCK

Editor, The Journal

of

Accountancy:

Sir: Mr. Thornton’s letter in the April issue of The Journal attacking my
article on stated capital and treasury shares is a striking display of the very
attitude of many accountants to which I addressed my critical thesis. His
letter may be summarized as follows: The law is a fiction—it is a voluminous,
fickle, technical and often unsound nuisance, whereas accountancy, being based
on facts alone, is simple and true. Therefore, do not let legal requirements or
principles interfere with the practice of accountancy.
But accountants can not avoid the law or be fair to their clients by adopting
that attitude. I do not ask that all financial statements be in conformity with
the corporation laws of every state in which they may be distributed, but
merely that all corporations comply with the laws applicable to them and
prepare their statements accordingly.
In particular, I must take issue with Mr. Thornton’s contention that a
financial statement does not and need not place a legal interpretation on the
facts presented. A statement of financial condition which does not properly
reflect the legalities surrounding a corporation’s assets and operations is a false
statement. An overstatement of surplus, an impairment of stated capital, the
inclusion of a worthless asset—all these are examples of false statements which
may result from a failure to accept legal requirements or from a misinterpreta
tion of the law.
Let it be remembered that a corporation is a creature of the law. True, the
laws of all states are different, but each corporation must live in accordance
with the particular laws under which it was bom. For instance, a New York
corporation must accept a provision of the New York penal law which provides
that:
“A director of a stock corporation who concurs in any vote or act of the
directors of such corporation, or any of them, by which it is intended: ... to
apply any portion of the funds of such corporation, except surplus, directly or
indirectly, to the purchase of shares of its own stock ... is guilty of a mis
demeanor.”
In plain language that means that no funds, except surplus, can be applied by
a New York corporation to the purchase of its own shares of any class, common
or preferred. Does that not also mean that all purchases must be made out of
surplus and that surplus must be reduced by the amount of the purchase price?
And if surplus must be reduced, what authority is there for resorting to counter
acting entries for the purpose of nullifying the penal law, such as carrying the
purchased shares as an asset or as a deduction from stated capital?
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Let us take also the statutes of Delaware, a favorite incorporating state,
which prohibit the use of funds for the purchase of common shares, “when such
use would cause any impairment of the capital of the corporation ”, and define
“surplus” as the excess of total net assets over the amount of “capital.” It
follows that common shares must be purchased out of “surplus.” Preferred
and special shares, however, may be purchased or redeemed out of “capital" by
proceedings under another provision of the statutes. The more advanced laws
recently adopted by several states have recognized the abuses of treasury shares
and forcibly attempted to cure them. Again I say that reference must be made
to the laws of the state of incorporation.
Mr. Thornton’s definition of surplus as “the excess of assets over all liabili
ties, including capital stock in the hands of others—after deducting treasury
stock” is not correct, as legal “stated capital” and not outstanding capital
stock is the basis for determining surplus available for dividends or share
purchases. For what other major purpose is it necessary to compute surplus?
Accountants as a whole fail to recognize that “capital” or “stated capital”—
“ legal capital,” if you wish—is a dollar amount defined and fixed by statute and
not a different name for net worth, proprietary interest or capital stock. As
such it can not be reduced except by appropriate corporate action under statu
tory authority. Legal capital is the rule by which surplus must be measured,
and accountants who neglect or refuse to follow a legal course from that rule
must take the responsibility of placing their clients and themselves in jeopardy.
Yours truly,
George S. Hills

New York, April 23, 1934.
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COST AND PRODUCTION HANDBOOK, by J. P. Alford, editor.
Press Company, New York. 1544 pages. 1934.

Ronald

The purpose of Cost and Production Handbook, as stated in the preface, is “ to
give in one reference volume practical working information on industrial opera
tion for the benefit and assistance of every one engaged in manufacturing,
whether in a shop or office position.” In conformity with this purpose, the
Handbook presents a wealth of practical information described by the editor as
“ realizable realities . . . from the practice of representative companies.” The
list of contributors contains eighty names, including five public accountants,
five professors of accountancy and fourteen accounting executives. The rest
are teachers, executives and consultants associated with various phases of en
gineering and management.
The system followed in the arrangement of the material is not quite apparent.
There are no main divisions, such as accounting, management and engineering,
nor is there any consistent attempt to present fundamentals first and details
afterward. Instead the volume is divided into twenty-eight sections, tabulated
both numerically and alphabetically on the inside cover pages. In many of
these sections, accounting, engineering and administrative matters are inter
mingled in a way which is sometimes more confusing than thorough. Much of
the information taken for granted at the beginning is not given until the end.
Thus, section 1, entitled: “Statements and reports” gives an excellent twentythree-page introduction to general accounting theory, but shifts without transi
tion to a lavish display of complicated cost and operating reports, although the
principles of cost accounting are not explained until section 19. There follow
sections on budgets, organization, planning, standardization purchasing, esti
mating, storeskeeping and labor plans, all written with the management view
point predominating, but interspersed freely with cost forms, layout drawings,
charts, graphs and impressive engineering formulae. The accounting problems
arising from inventories and payrolls are discussed briefly but adequately.
In the following sections on fixed assets, tools, material-handling and plant
costs the management and engineering viewpoints again predominate, with
occasional excursions into the realm of accountancy on such minor questions as
how to charge off the undepreciated value of replaced machinery. The princi
ples of accounting for fixed assets are deferred to section 22 on: “ Depreciation
and obsolescence.”
Cost accounting is the subject of sections 19 to 23. It is introduced by a
definition of cost and other elementary concepts, followed by a brief but well
rounded survey of cost systems, classification of accounts and cost analysis.
All this information is really introductory, as references to matters here ex
plained occur throughout the first eighteen sections. The same comment may
be made with respect to certain parts of sections 24 to 26, which deal with the
principles of research, industrial engineering and the psychological and socio
logical aspects of labor. Sections on operating charts and symbols and a fortysix-page index complete the volume.
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A comparison of the Cost and Production Handbook with its precursor, the
Management's Handbook confirms the editorial comment that the field of the
new publication “ is at once both narrower and broader. It is narrower in that
it is restricted to manufacturing operation. It is broader in that it includes
more activities in its field than its predecessor.” The decision to bring cost
accounting within the scope of the new handbook may also broaden its market
appeal in accordance with the maxims set forth on page 90, under the title:
“ Determining desirable sales volume.”
Style and exposition are, in general, quite satisfactory, except in places
where the effort to save space is too evident. Several contributors use tele
gram style, omitting articles, prepositions and conjunctions. This defect
however, is not very serious and occasionally even humorous. For instance, it
may for a moment surprise the reader that there are “materials handling
equipment ” (pp. 857-882) and that it is possible to effect “savings from mate
rials handling equipment” (p. 883), rather than through the use of equipment
for the handling of materials. Other subtitles affirm that these versatile ma
terials are capable of handling, not only equipment, but ratios as well; properly
analyzed they also handle costs and if they are inexact, they can even estimate
the sources of loss. (Seep. 853: “Materials handling ratios,” p. 1189: “Analy
sis of materials handling costs” and p. 411: “Inexact materials estimating
source of loss”).
It is rather difficult to reach a definite conclusion about the merits of this
informative volume. Accountants may find it worth while to review the farreaching systematization and standardization of engineering and management
problems and it is more than probable that an engineer or general executive could
profit by reading the sections on accounting. Many encyclopaedias are subject
to similar limitations; they offer much to the layman, but little to the expert.
Of course, if the scope of an encyclopaedia is broad enough, everyone will
necessarily be in the position of a layman as to a portion of its contents.
Gabriel A. D. Preinreich
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Accounting Questions
[The questions and answers which appear in this section of The Journal of
Accountancy have been received from the bureau of information conducted
by the American Institute of Accountants. The questions have been asked and
answered by members of the American Institute of Accountants who are prac
tising accountants and are published here for general information. The execu
tive committee of the American Institute of Accountants, in authorizing the
publication of this matter, distinctly disclaims any responsibility for the views
expressed. The answers given by those who reply are purely personal opinions.
They are not in any sense an expression of the Institute nor of any committee
of the Institute, but they are of value because they indicate the opinions held
by competent members of the profession. The fact that many differences of
opinion are expressed indicates the personal nature of the answers. The ques
tions and answers selected for publication are those believed to be of general
interest.—Editor.]

ACCOUNTING TREATMENT OF MORTGAGE
Question: Company A is deeded a property in consideration of $100, delin
quent interest on a first mortgage, and unpaid taxes. A new mortgage and
bond is not executed. Company A takes control of the property, pays all back
taxes and interest, and raises the question that inasmuch as it has not executed
a new bond or mortgage it has no liability but an asset consisting of the money
actually expended to the date of acquiring title. Should it be recorded on the
balance-sheet as an equity, or should the total costs including the mortgage be
recorded among the assets and the mortgage deducted therefrom still showing
the equity on the asset side, or should the costs of acquisition appear as an asset
and the mortgage appear as a liability? No question is raised about the mort
gage appearing as a liability where the company’s name is on the bond and the
mortgage.
Answer No. 1: It is hardly possible to give a definite answer to the question as
stated. If the question means that company A received the entire property
which was deeded to it and owed nothing on the mortgage I would then say
that the property might be set up at the amount of the money paid. If, how
ever, it was understood that company A assumed or would assume the mort
gage I see no reason for treating it differently from any other mortgage.
Although the question is not entirely clear it seems to me that the inquirer
wishes to know whether there is some middle ground between being liable on the
mortgage and not being liable. So far as I can see, this does not exist. If he is
not liable on the mortgage it should not be mentioned and if he is or will be or
has agreed to be liable I should say that the liability should be shown in the
usual manner as a liability and an asset consisting of the entire cost of the
property plus the amount of the mortgage should be carried against it.
The whole question turns on the intention of company A. Does company A
intend to assume the mortgage or not? The fact that this intention may not
have been fully carried out does not seem to be material.
I do not know whether this somewhat inconclusive statement will do much
good but it is, I think, the best answer that can be made to the question as
framed.
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Answer No. 2: While the purchaser may not have executed a new mortgage
and bond, it must be true that the purchaser’s equity in the property is subject
to the mortgage. Accordingly, it seems to us that the best presentation is the
one that sets forth all the facts. The ultimate purchase price will be the
amount actually paid plus payment of the existing mortgage. Therefore, we
would suggest that the property be set up on the books at such an amount and
the mortgage shown among the liabilities.
RESERVE FOR BAD DEBTS
Question: In establishing a reserve for bad debts, where notes are financed
without recourse, is it customary to charge the entire amount of the reserve to
profit and loss or is part of the reserve sometimes charged to unearned bro
kerage?
In determining the amount of monthly interest earned, what is the most
practical manner to arrive at the amount to transfer from unearned interest to
earned interest, without listing each note to ascertain the average number of
months covered by the notes outstanding?
Answer: We would suggest that the average outstanding balance of notes for
the month be determined, preferably from the daily balances but possibly from
weekly balances if there is not much fluctuation. To this average amount
should then be applied the rate of interest which the notes carry; where this is
uniform no difficulty presents itself, but where the rate varies the average rate
can be determined by some convenient method. For instance, it might be ad
visable to carry a control account for notes on each rate of interest charged and
determine the average balance at that rate.
Referring to the first question, we have no experience as to the custom in
regard to reserve on bad notes, but it does not seem to us desirable to charge any
of it to unearned brokerage; it is only postponing the charge for a short period.

APPORTIONMENT OF STORE RENTALS
TO DEPARTMENTS
Question: I am desirous of securing any data that may be available relative
to a fair basis for the apportionment of rent to the various departments of a
women’s ready-to-wear store having departments as follows:
One main department (approximately 60% of sales)
Two fairly large departments
Seven small departments
I am interested in practical plans of apportionment wherein floor area and
use of window space on the street floor are given consideration.
Answer: The problem of the apportionment of store rentals to departments
consists purely of the determination of the proportion of the total floor space of
the store occupied by individual departments and the proportion of the total
rent which such space should bear.
As to the determination of the proportion of rent applicable to a given space,
it will be realized that not all of the space in a store is equally valuable. The
main floor to which customers have ready access is more desirable than the
upper floors and should bear a higher rental charge. Not all the upper floors
are equally desirable. Accordingly, some of the floor space is worth more than
the average rental cost per square foot while some is worth less. There can,

477

The Journal of Accountancy
however, be no fixed formula for a division of a store rental over its area on a
weighted basis, since this would depend upon the location of the individual
store, the relative accessibility of the various floors and the requirements of its
customers.
It is suggested that the most practical method would be to secure the opinion
of a real-estate man, familiar with the property and location, as to the propor
tion of the total store rent to be assigned to the windows and to the individual
floors. From this point the method of determination of graded or weighted
rentals per square foot will be obvious after it has been decided whether or not
the rental cost of non-productive space is to be absorbed in direct selling de
partment rentals or is to be taken up by service departments and then redis
tributed in charges to direct selling departments for service rendered.
Similarly, the total rental cost applied to windows may be apportioned
among individual windows after giving due weight to their relative size and
desirability, such rental costs then to be charged to individual selling depart
ments according to the time during which they have the use of the space.
If there are frequent or seasonal variations in the area occupied by individual
departments, it may be necessary to provide the means of accumulating the
necessary information on which to base the resulting adjustments of rental
charges.

AMORTIZATION OF SALESMEN'S COMMISSIONS AND
ORGANIZATION EXPENSES
Question: We are auditing a parent company with six subsidiaries which
engage in a small loan business. The companies were organized about three
years ago, and obtained their operating capital from the sale of preferred and
common stock on which salesmen were paid 20 per cent. of the stock as a
commission. The company also incurred rather large organization expenses.
We wish to know what would be a reasonable time over which to amortize the
salesmen’s commissions and organization expenses.
Answer: The most conservative way to handle these transactions is to write
them off as soon as they occur. However, it is realized that in many instances
this would be unfair to a new concern, and consequently the practice of writing
off these items over a period of three to five years has been recognized. In the
case mentioned above where the business apparently has been in operation
about three years, it seems that these items should be entirely written off by the
expiration of the first five years of operations.
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DUTIES of the
JUNIOR ACCOUNTANT
By

ALFRED B. CIPRIANI
Because of the many developments in business practice
and in accounting since the issue of the original volume,
the publishers considered a revised edition might make the
book even more useful. A. B. Cipriani, an accountant of the
firm with which Messrs. Reynolds and Thornton were as
sociated, took the matter in hand and the result is a new
book under the same name as the old one, containing more
information upon those subjects where this appears neces
sary and in addition the introduction of much new material.

“While this book has been written for and addressed to the
junior accountant who will find it of unquestioned service
and help in his everyday work, it can be, in my opinion,
also of very considerable service to the senior accountant and
to the principal. I would unhesitatingly commend the book
to all Canadian accountants who will find in it many valu
able and interesting suggestions which might with profit be
followed.
“I understand some of our leading firms of accountants
made a custom of handing a copy of the original volume to
each young man entering their offices. I am sure that no
mistake would be made in continuing this practice with a
copy of the new volume.”

— The Canadian Chartered Accountant, Toronto, Canada.
170 Pages, Cloth Bound, Price Delivered in U. S. $1.50
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ume has been written by F. W. Thornton and is now

It has been the good fortune of the American
Institute Publishing Co., Inc., to induce Mr. Thornton

Law for Laymen by Harold
Dudley Greeley is recom
mended for those who are pre
paring for the C.P.A. or Insti
tute examination in law.
It presents in simple English
the principles of those sub
jects of commercial law which
are needed by the accountant,
student, banker, business man
and in fact everyone not en
gaged in the practice of law.
The reader is offered a re
view of the whole field of com
mercial law which will give
him sufficient knowledge for
all practical purposes.
The book is pleasantly writ
ten in a conversational tone.
It is an interesting book on
law.
347 PAGES —CLOTH BOUND

to prepare another text on the closely related subject:
"Duties of the Senior Accountant.” There have been

numberless requests for a book of this kind which can
be carried about without being burdensome and at

the same time can convey to the senior accountant ad
vice upon many of the points which will arise in the

course of his work in the field and in the office.

The present book is as brief as it could possibly be

made. The author felt, no doubt, that in a book of this
kind there was no room for unnecessary verbiage. He
felt that it was his pleasure and duty to tell in a very

few words his opinion of what should be done. Those
who are familiar with Mr. Thornton’s style will remem
ber that he does not waste words. Here is a brief,
clear and most interesting series of lectures on what
the senior accountant in these modern days should do.
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EXAMINATIONS
ARE YOU PREPARED?
Statistics show that comparatively small percentages of candidates pass ac

countancy examinations. These percentages could be greatly increased if every
candidate were properly prepared by a thorough course of study.

The ideal preparation is provided by the reputable schools of accountancy,
colleges, etc. But even that may be much assisted, and, if a school course is not
available, a great aid to success may be obtained by reviewing the questions set by
the American Institute of Accountants and adopted by the majority of state boards.

THE problems and questions in accounting, auditing and law in ten recent
examinations of the American Institute of Accountants adopted by thirty-seven
state boards are published in one volume, “EXAMINATION QUESTIONS,
MAY, 1927, to NOVEMBER, 1931.”
The American Institute Publishing Co., Inc., also publishes “UNOFFICIAL
ANSWERS TO EXAMINATION QUESTIONS, MAY, 1927, to NOVEMBER,
1931,” prepared by H. A. Finney, H. P. Baumann and Spencer Gordon. These two
volumes are admirably designed for preparatory study and are recommended for
those who are preparing for the Institute or a state C.P.A. Examination.
The questions and answers cover the field of modern examinations.

The number and diversity of problems and questions provide a compre
hensive test.
The problems are weighted to indicate the approximate time which should
be devoted to their solutions.

Messrs. Finney and Baumann have had many years of experience in writing
solutions and answers and in conducting resident courses in training candi
dates for examinations.
Alternative interpretations are discussed.

Short methods of preparing working papers and statements are illustrated.
Two styles of type are used to distinguish the minimum requirements of
satisfactory solutions from the comments and explanations intended for the
student.

All problems appear as they were presented in the examination, without the
hints on difficult points which often appear in textbooks. Thus you are required to
deal with all difficulties yourself, exactly as though you were at an examination.
Explanatory comments and interpretations appear in the solutions.

An index permits concentration on problems of one type if desired. On the other
hand, valuable practice can be obtained in solving an entire examination within the
stipulated time limit.

The Price of the Two Companion Volumes is $5.00, Postpaid

AMERICAN INSTITUTE PUBLISHING CO., INC.
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BASIC STANDARD
COSTS
Control Accounting
for
Manufacturing Industries
BY

ERIC A. CAMMAN

Basic Standard Costs deals with the
principles underlying the application
of a highly useful instrument to all
types of manufacturing industries. It
explains the reasoning upon which the
principles are founded and shows how
operating data are assembled and
analyzed in ways adaptable to condi
tions which are encountered in differ
ent businesses.

The thoroughness with which all phases
of the subject are discussed and the
detailed calculations and descriptions,
in both text and charts, will be wel
comed by all accountants and business
executives.

Some confusion has arisen in recent
years as to just what is meant by stand
ard cost accounting procedure, through
different concepts of the term “stand
ard costs,” which affects both the
accounting treatment and the use of
information compiled. An effort is
made in this book to dispel this con
fusion by clarifying terminology and
bringing out the distinctions between
these concepts.
The volume contains important graphic
illustrations of the application of the
principles of standard costs in various
industries.
232 Pages

Price $3.50

Cloth Bound

American Institute Publishing Co., Inc.
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Audit Working
Papers
THEIR PREPARATION AND CONTENT

By
J. HUGH JACKSON
This standard text has been adopted widely
for class-room use and is an important part of
an accountant’s working library.
It discusses the preparation and content of
the auditor’s working papers and shows by
examples how such papers should be prepared,
what information the schedules should con
tain, a statement of the work done, method of
cross indexing, folding and arranging the
various papers and exhibits.
For both the general practitioner and the
student, a reading course on auditing is in
cluded as a bibliography. This is divided
into twenty-five topics with selected refer
ences. These topics have been arranged so that
they form the Basis of a collegiate course in
auditing.
This book ought to be a prominent part of
the business literature in the credit depart
ment of every bank or other institution main
taining such a department. To the credit man
it is invaluable as indicating what should be
back of the audited statement submitted to
him.
Ninety-nine charts

201 pages of text

Cloth bound
Price delivered in United States
and Canada, $5.00

AMERICAN INSTITUTE PUBLISHING
CO., INC.
135 Cedar Street
New York
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BALANCE-SHEET
By Charles B. Couchman, C.P.A.
A full and clear explanation of the use of the balance-sheet in
the business world of America today and of the problems arising
in the preparation and analysis of the balance-sheet.
An appendix contains statements illustrating various forms
of balance-sheets with a proper display of the elements contained
in them.

CLOTH BOUND
288pages
Price $3.00

This book is particularly valuable to business men, attorneys,
tax consultants, investors and students. It brings together in one
book a complete discussion of its subject. Practically all the
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